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ACRONYMS

The following acronyms arc uscd:

Association of American Railroads

Automatic Equipment Identification

2012 Annual Energy Outlook

All-Inclusive Less Fuel Index, published by AAR

Amcrican Railway Engincering and Maintenance of Way

Associalion Manual for Railway Engincering
Avcrage Total Cost

Across-the-Fence

BNSI Railway Company and Predccessors
Capital Asset Pricing Model

Coal Marketing Module

Constrained Market Pricing

Corrugated Aluminized Mctal Pipe

Cost of Equity

Centralized TrafTic Control

Coniinuous Wclded Rail

Discounted Cash IFlow

Distributed Power Configuration

Dircct To Locomotive

Encrgy Information Administration

End of Train Device

Fail Salc Audible Signal-Power Activated Switches
Failed/Dragging Equipment Detector

Federal Rallroad Administration

Gross Ton-Mile

Gross Weight on Rail

On-Highway Dicscl IFuel Index

Interest During Construction

Intcrmountain Generating Station
Intcrmountain Power Agency

Intermountain Power Project

Intermountain Power Service Corporation
Intermountain Railroad

Kansas City Southern Railway

l.os Angcles Department of Walter and Power
L.and Mobile Radio

Million Gross Tons

Master Intermodal Transportation Agreement
Manager of Locomotive Operations
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MMM Maximum Markup Mcthodology

MOW Maintcnance of Way

MP Milepost

MSDCF Mulu-Stage Discounted Cash Flow
MTO Manager ol Train Opcrations

PPI Produccr Price Index

PRB Power River Basin

PTC Positive Train Control

RCAF-A Rail Cost Adjustment Factor, adjusted for productivity
RCAF-U Rail Cost Adjustment Factor, unadjusted for productivity
ROW Right-of-Way

RSIA Rail Safcty Improvement Act ol 2008
R/VC Revenue-to-Variable Cost

RTC Rail TraiTic Controller Modcl

SAC Stand-Alone Cost

SARR Stand-Alone Railroad

STEO Shorl-Term Encrgy Outlook

T&E Train & Engine

up Union Pacific Railroad Company

URC Utah Railway Co.

URCS Uniform Railroad Costing System
USDA United States Department of Agriculture
VHF Very High IFrequency




CASE GLOSSARY

The following short form case citations are used:

AEPCO 2011

AEP Texas

APS

Carolina P&L
Coal Rate
Guudelines or

Guidelines

Coal Trading

Duke/CSXT
Duke/NS
FMC

I1PA 2012

KCP&L

Major Issues

Nevada Power 1

Nevada Power I

Ariz Elec. Power Coop., Inc. v. BNSF Ry & Union Pac R R, NOR
42113 (STB scrved Nov 22, 2011)

AEP Tex. N. Co v. BNSF Ry.. NOR 4119] (Sub-No. 1) (STB scrved
Sept. 10. 2007)

Ariz. Pub. Serv. Co. & Pacificorp. v Atchison, Topeka & Santa Fe
Rv..2 S.T.B. 367 (1997)

Carolina Power & Light Co. v. Norfolk § Ry, 7 S.T.B. 235 (2003)
Coal Rate Guidelines, Natiomwvide, | 1.C.C.2d 520 (1985), aff"d sub
nom. Consol Rail Corp. v United States, 812 F.2d 1444 (3d

Cir. 1987)

Coal Trading Corp. v Baltimore & Ohio R.R..etal ,61.C.C.2d 361
(1990)

Duke Energy Corp. v. CSX Transp Inc,7 S.T.B. 402 (2004)
Duke Energy Corp. v. Norfolk § Ry, 7 8.T.B. 89 (2003)
FMC Wyo. Corp. v Union Pac. R.R .4 S.T B. 699 (2000)

Intermountain Power Agency v. Union Pac. R.R., NOR 42136 (STB
served Dec. 14, 2012)

Kan. City Power & Light Co. v. Union Pac. R.R., NOR 42095 (STB
scrved May 19, 2008)

Major Issues in Rail Rate Cases, EP 657 (Sub-No. 1) (STB served
Oclt. 30, 2006)

Buuminous Coal — Hiawatha, Utah to Moapa, Nev., 6 1.C.C.2d |
(1989)

Bituminous Coal — Hiawatha, Utah to Moapa, Nev., 10 1.C.C.2d 259
(1994)
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OG&E Okla Gas & Elec. Co v. Union Pac. R.R.. NOR 42111 (STB scrved

July 24. 2009)

Otter Tail Otter Tail Power Co. v. BNSF Ry.. NOR 42071 (STB served Jan. 27,
2006)

Seminole Seminole Elec. Coop , Inc. v CSX Transp., Inc , NOR 42210

(Complaint filed Oct. 3, 2006)

TMPA Tex. Mun. Power Agency v Burlington N & Santa Fe Ry , 6
S.T.B. 573 (2003)

WFA 1 W. Fuels Ass'n, Inc & Basin Elec Power Coop v. BNSF Ry , NOR
42088 (STB served Sept. 10, 2007)

WFA Il W Fuels Ass'n, Inc & Basin Elec Power Coop. v. BNSF Ry., NOR
42088 (STB scrved Feb 18, 2009)

West Texas Unlities W. Tex. Unls. Co. v. Burlington N R R, 1 S.T.B. 638 (1996), aff"d
sub nom Burlington N R R.v STB, 114 F.3d 206 (D.C. Cir. 1997)

Wisconsin P&L Wis Power & Light Co v Union Pac. R R., 5 S§.T.B. 955 (2001)

Xeel | Pub. Serv Co of Colo d/bla Xcel Energy v Burlington N & Sania
Fe Ry., 7 S.T.B. 589 (2004)

KXeel Il Pub Serv. Co. of Colo. d/b/a Xcel Energy v Burlington N. & Santa
“e Ry., NOR 42057 (ST served Jan. 19, 2005).
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY
Complainant,
V. Docket No. 42136

UNION PACIFIC RAILROAD COMPANY

Delendant.

o L S T

PART I
COUNSEL’S ARGUMENT AND SUMMARY OF EVIDENCE

A. INTRODUCTION

By Complaint'ﬁlcd May 30, 2012, Complainant Intcrmountain
Power Agency (“IPA’) challenges the reasonablencss of the common carricr rates
cstablished by Defendant, Union Pacific Railroad Company (“UP™), for the
transportation of coal in unil train service from a point ol interchange with the
Utah Railway Company (“URC™) (Provo, Utah) to IPA’s clectric generating
facility, the Intermountain Generating Station (“IGS”), at Lynndyl, Utah. URC
provides upstream secrvice on the intetline movements with UP pursuant (o a long-
lerm rail transportation contract with IPA.

UP established the challenged rates in Item 6200-A of UP TarifT

4222. See Exhibit I-1. Effective as of January 1, 2011, UP’s common carricr rates




for coal transportation from the issuc origins/interchange to IGS in IPA-supplicd

railcars (not including UP’s applicable fuel surcharges) are as follows:

Provo, Utah

Origin/Interchange 286k Capacitly Cars 263k Capacity Cars

TABLE I-1

$7.13/1on $7.27Mon

IPA presents its cvidence concerning quantilative market

dominance, variablc costs, the jurisdictional threshold raic level, and qualitative

market dominance in Part II following this Argument and Summary, as well as in

the accompanying exhibits and workpapers. IPA presents its cvidence on stand-

alone costs (“SAC”) in Part lll. IPA presents the statements of qualifications and

venifications by the witnesses who sponsor IPA’s cvidence in Part [V.

IPA sccks the following relief:

(D

)

€)

4)

a detcrmination that UP possesscs market
dominancc over the transportation of coal Lo
IPA within the meaning of 49 U.S.C. § 10707;

a determination that the challenged rates exceed
a maximum reasonable level and arc therefore
unlawful under 49 U.S.C. § 10701(d)(1);

a prescription of law({ul maximum rates for coal
shipments to IGS pursuant 10 49 U.S C. §§
10704(a)(1) and 11701(a); and

an award of reparations payable by UP to IPA
for overcharges collected by UP for common
carricr coal transportation to IGS since
November 2, 2012, in excess of the rates
prescribed by the Board, together with interest.
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IPA’s Opening Evidence is submitted in a manner consistent with
General Procedures for Presenting Evidence n Stand-Alone Cost Rate Cases, EP
347 (Sub-No. 3) (STB scrved Mar. 12, 2001), and Major Issues in Rail Rate
Cases, EP 657 (Sub-No. 1) (STB scrved Oct 30, 2006). aff"d sub nom. BNSF Ry.
v. 8§TB, 526 IF.3d 770 (D.C. Cir. 2008) (“Major Issues™).

IPA originally challenged UP’s issue rates (and certain other UP
raics) through a Complaint that IPA filed with the Board on December 22, 2010.
See Intermountain Power Agency v. Union Pac. R.R., NOR 42127 (“Docket No.
42127} On May 2, 2012, IPA filed a Motion fo1 Leave Lo Withdraw Complaint
and Request for Dismissal ol Proceeding. By decision served November 2, 2012,
the Board dismissed IPA’s prior Complaint withoul prcjudice excepl as to any
moventenis under the challenged rates that occurred prior Lo the efTective date of
the Board’s decision (i ¢ , November 2, 2012). The Board dismissed the prior
proceeding with prejudice as Lo those movements. [PA has included copies of
these and other relevant materials from Docket No. 42127 in its clectronic
workpapers for this Opening LEvidence.

On August 14, 2012, UP filed a Motion to hold the instant
procceding in abeyance pending the completion of the Board’s Ex Parle No. 715,
Rate Regulation Reforms procceding. See Rate Regulation Reforms, EP 715 (STB
scrved July 25, 2012) ("Rate Regulation Reforms™ or “Ix Parte No. 715”). IPA
filed a Reply in opposition to UP’s Motion on Seplember 4, 2012. On Friday,

December 14, 2012, the Board denied UP’s Motion, {inding that the case should
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movc forward. See Intermountain Power Agency v. Union Pac. R.R., NOR 42136,

slip op. at 3-4 (STB served Dcc. 14, 2012) (*/PA 20127). The Board identified

four [actors in support ol its conclusion:

(h

(2)

(3)

4)

ld.

“[TThe changes proposed in Rate Regulation
Reforms are not fundamental departures [rom
long established and consistent practice.”

*| W]e may proceed with an adjudication while
considering a broader rule change.”

“[Wle can address any aspects of the rate
disputc rcsolution process that become issucs in
this proceeding, even though they may also be
at issuc 1n Docket No. EP 715. The parlies
should have becn, and continue to be, on nolice
that use and application ol cross-over traflic, as
well as ATC revenue allocation methodologics,
are potential issucs in individual rate cases, and
that partics arc cntitied to raise and respond to
substantive arguments regarding those
mcthodologics within those procecdings.”

| W Je arc dirccted by statute to ensure
expeditious handling ol challenges to the
rcasonableness of railroad rates and to avoid
dclay in the discovery and evidentiary phascs of
these proceedings. 49 U.S.C. § 10704(d).”

IPA agrees that it was appropriate for the Board to deny UP’s

Motion, but IPA notes its rescerviition ol rights in light of certain aspects of the

Board’s reasoning. In particular, the Board states that “[t]he parties should have

been, and continue to be, on notice that use and application of cross-over traffic, as

well as A'TC revenue allocation methodologics, are potential issues in individual




ratc cascs, and that partics are entitled 10 raisc and respond Lo substantive

arguments regarding those methodologics within those proceedings.” /fd., slip op.

al 4 (citing Ariz. Elec. Power Coop., Inc v BNSF Ry and Union Pac. R.R., NOR
42113 (STB scrved June 27, 2011) (“stating that the Board has concerns with the
way cross-over raffic has been costled, and directing the partics to submit new
cvidence and arguments for how to rectify the identified 1ssue.™)).

It is certainly correct that the Board has modified its divisions
methodology on a number of occasions during the past decade, and it is likewise
corrcct Lthat the Board’s June 2011 decision in AEPCO provided notice that the
Board has concerns with the “way cross-over traffic has been costed.” Id.
(emphasis added). Nevertheless, nothing in prior Board jurisprudence gave any
hint that the Board might impose the proposed limitations on the “usc” of cross-
over traffic described in Rare Regulation Reforms. To the contrary, those

proposed limitations were entircly novel and outside the scope of any recasonably

foresccable change in the manncr in which the Board would approach SAC cascs.

As of the May 30, 2012 date on which it filed its Complaint, IPA had absolutcly

no reason to belicve that the Board would propose such a change.'

¢
(8

I As described in greater detail below, the Board’s unanimous statement in
Rate Regulation Reforms thal it was not proposing 10 apply any ncw cross-over
traffic limitauions to pending cases (id., slip op. at 17 n.11) further confirms the
reasonablencess of IPA’s reliance on the Board’s historic approach to allowing the
usc of cross-over traflic in cvaluating the merits of a possible case and in
developing 1ts evidence in this case.
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B. BACKGROUND FACTS

IPA is a political subdivision of the State of Utah and is the owner of
the Intermountain Power Project (“IPP™) IPP’s genceraling station, the
Intcrmountain Generating Station (“1GS™), is located in the Great Basin of western
Utah near Lynndyl, Millard County, Utah IGS generates more than 13 million
megawatt hours of energy cach year from its 1wo coal-fired units and serves
approximately 2 million customers. The two IGS generating units have a total
capacily of 1,800 MW and consume a total of approximately 5 to 6 million tons of
coal per year.

IGS’s output is committed, through long-term power sale contracts,
to 36 utility entities located in Utah and California (which in turn serve customers
in Utah, California, Colorado, Wyoming, Arizona, Nevada, and [daho). In
particular, IGS’s generation rights arc held, respectively, by the Los Angeles
Dcpartment of Water and Power (“LADWP?”) (44.6%), five California citics
(30%). twenty-three municipal Utah purchasers (14%), six cooperative Utah
purchasers (7%), and one investor-owned Utah purchaser (4%). In addition to
being the largest consumer ol the electricity generated at IGS, LADWP also acts
as the [uels purchasing and opcraung agent for IPP. Actual operation of IGS is
carricd out by the Intermountain Power Service Corporation.

The coal-lired units at IGS operatc on a ““baseload” basis, meaning

that the uniis generally operate af or near their full available capacity on a
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continuous basis, subjccl to periodic planned and forced outages for maintenance

or repair Ratl service to 1GS is provided exclusively by UP.

C.  UNION PACIFIC HAS MARKET DOMINANCE
OVER THE ISSUE TRAFFIC

Market dominance is defined in the statute as “an absence ol
effective competition from other rail carniers or modes of transportation for the
transporiation o which a rate applics.” 49 U.S.C. § 10707(a). Howecver, even in
the absence of effective competition, a carrier will not be found to have market
dominance if the “rail carrier proves that the rate charged results in a revenue-
variable cost percentage for such transportation that 1s less than 180 percent.” 49
U.S.C. § 10707(d)(1)(A). Accordingly, there are two parts (o the market

dominance inquiry; quantitative market dominance and qualitative market

dominancc.

1. QUANTITATIVE MARKET DOMINANCE

a. Traffic and Operating Characteristics

[PA’s cvidence in Part 1I-A, sponsorced by Thomas D. Crowlcy and
Timothy D. Crowley of L. L:. Pcabody & Associalcs, Inc., calculates the variable
costs for cach of the rates challenged in this procceding. Tn accordance with the
Board’s decision in Major Issues, the vanable costs were calculated on the basis of
unadjusted system average costs using the nine (9) operating characteristic inputs
prescribed by the Board, namely: (1) the railroad, (2) loaded miles (including loop

track mules), (3) shipment type, (4) number of freight cars per train, (5) number of
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tons per car, (6) commodity, (7) type of movement, (8) car owncership and (9) type
ol car. Id., slip op. at 60; Kansas Cuty Power & Light Co. v. Union Pac. R.R.,
NOR 42095, slip op. at 5-6 (STB scrved May 19, 2008) (“KCP&L™).

The partics werc able to reach agreement on, and stipulate to, all
nine (9) of the designated inputs for coal movements from each of the three origins
atissue in this case. See Joint Submission of Opcrating Characteristics,
Intermountain Power Agency v. Union Pac. R.R., NOR 42136 (filed October 16,
2012). These stipulated inputs were used to caiculalc the variable costs. The
traffic and operating paramclers used by IPA to calculate variable costs for the

subjecct trafTic are as follows:

TABLE I-2

Summary of Traffic & Operating Parameters

Movement Prova. U1 o Lynndyl, UT

Earpmelers 246,000 GWR 286,000 GWR 263,00 GWR 263,000 GW
mn ) (3 h 5

1 Rulroud ue up up up
2. Miles 970 97.0 970 970

. Reccived & Recoived & Received & Received &
3. Shipment Type Terrminuted Terminaed Ferminated “lerminated
A, Curs per 'Irun 104 104 104 104

Geneml Service Special Service General Service Specinl Service
. Car Type Hopper Hopper 1lopper Hopper
6 Cur Ownership Private Private Private Private
7 Tons per Cur 1160 1160 104.1 104 |
8. Commodity Conl Conl Coal Coal
9 Movement Type uUnn lran Umn Irain Unn Truin Unn Tran
b.  Variable Costs

Table 1-3 shows the calculation of variable costs sponsorcd by
witnesses Crowley and Crowley for movements [rom Provo Lo IGS bascd upon

STB U’ URCS unit costs, and indexed to fourth quarter 2012 (4Q12) wage and
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price levels, using the Board’s established procedure for updating variable costs.
The associated revenue 10 variable cost ratios for cach of the challenged rates are
sct forth in Table 1-3 as well (cach column is similar to the corresponding column

in Tablc 1-2):

TABLE I-3
Varinble Cost nnd Revenue/Variabhle Cost Ratios

Prove, UT to Lynndyl. Ul

liem ME000 GWR 286000 GWR 263000 GWR 263,000 GWR
1) (2) 3 8] 5

I Phose 1l Cost Base Yeur 2011 )/ $t1 81 SR $194 $191
4QI12

2 Index t0dQI2 1.03248 1.03248 1 03248 1 03218

3 Phase Il Cosi 1Q12 2/ SLA7 LN 1) $201 5197

4 Junsdictional 1hreshold 3/ $337 $331 $362 $355

5 Rete Per 1on m Privale Cors 4312 $7464/ $7464/ $7.64 5/ $7.64 5/

6 Rue to Variahle Cost Rano 4Q12 §/ 39 4 06 380 388

I/ STB 2011 UP URCS formula

2/ Linc 1 x Linc 2

3/ Line3 x 1.80

4/ Rate of $7,13 per ion from UP Tanlf 4222 plus un avernge 4QI12 fuel surcharge ("FSC") of 30 33 per ton

I'SC hused on UP Cirgutar 6602-C (Colorado und Uieh), Item 690, UP 4Q12 Average FSC of $0 40 per car-mile bused on
Oci, Nov, and Dev 2012 fuel surcharges of $0 38, $0.11, $0 40 per car-mile, respectively  FSC = $0 40 per cur-mue x 97
muiles + |16 0 tons per car

5 Rate o $7 27 per ton from UP Tani¥ 4222 plus mn average 1Q12 FSC of $0 37 per ton

IF5C based on UP Circulur 6602-C (Colorndo and Utah), em 690  UP 4Q12 Averuge FSC of $0 40 per cur-nule based on
G, Nov, and Dec 2012 fuc! surcharges of $0 38, $0 41, $0 £0 per car-mile, respectively  I'SC = $0.40 per car-mile x 97
miles + 104 1 tons per car

& Line5+Lme3

As these figures conlirm, cach of the challenged rates is well in excess of the
180% of variable cost market dominance standard.
2. UALITATIVE MARKET DOMINANCE
In its analysis of qualitative marketl dominance, the Board must
determine whether UP’s rales are constrained by clfective competition. Eflective

competition places “pressures on |a] firm [providing a good or service] to perform
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up to standards and at reasonable prices, or lose desirable business * Mkt
Dominance Determinations & Consideration of Prod. Competition, 365 1.C.C.
118, 129 (1981), aff"d sub nom. W. Coal Traffic League v. United States, 719 I'.2d
772 (5th Cir. 1983) (en banc)

In analyzing the competitive alternatives available to a shipper and
the reasonableness of using thosc alternatives, the Board examines the existence off
both intramodal and intcrmodal alternatives. Ariz. Pub. Serv. Co. & PacifiCorp v.
The Atchison, Topeka & Santa Fe Ry., 2 S T.B. 367. 373 (1997) (“APS”). The law
is clear that the focus of the analysis is to be on “what is fcasible or practical,”
rather than on speculation of what is “thcoretically possible ” Westinghouse Elec.
Corp v. Alton & S. Ry., NOR 381888, slip op. at 4 (ICC served Fcb. 9, 1988)

Here, UP has alrcady repeatedly admitied that the market dominance
standards are satisficd both with respect to intramodal and intermodal competition.
In particular, in its rcsponscs to Complainant’s First Requests for Admissions in
Docket No. 42127, UP admatted that it “could not prevail on the issue of whether
there is qualitative evidence of effective competition from other carricrs or modes
of transportation” for the subject movements. See Part 11-B at page 11-6 (quoting
UP Responses 1o Request for Admission Nos. 2 and 3) (UP’s responses are
included with this Opening Evidence as e-workpaper “UP 42127 Responses.pdf™).
In addition, UP responded to IPA’s Interrogatory Nos. 2 and 3 with the

“unqualified admission® that UP faces no effective intramodal or intermodal
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competition lor the subject transportation. /d. at pages 11-B-7-8 (see ¢-workpaper
*UP 42127 Responses pdf’”).

In its Reply Evidence in Docket No. 42127, UP acknowledged its
admission that it could not prevail in establishing qualitative maiket dominance
and confirmed that it does not dispute that it has market dominance over the
transportation to which the challenged rates apply. See UP Docket No. 42127
Reply Evidence, at 11-1 (included as c-workpaper “UP 42127 Reply Part [1.pd[™).
The rates challenged here are a subset of the rates challenged in Docket No.

421272

D. UP'SCOMMON CARRIER RATES ARE UNREASONABLE
BECAUSE SARR REVENUES EXCEED SARR COSTS

In Coal Rate Guidelines, Nationwide, 1 1.C.C 2d 520 (1985), aff"d
sub nom Consolidated Rail Corp. v. United States, 812 F.2d 1444 (3d Cir. 1987)
(“Coal Rate Guidelines™), the Board's statutory predecessor adopted constrained
markel pricing (“CMP”) as its methodology for determining maximum reasonablc
ratc levels for markel dominant traflic, such as the IPA coal movements that arc in
issue in IPA’s rate casc. In accordance with standard practice, IPA is procecding
under the SAC prong of CMP. The Board recently explained CMP as follows:

The objectives of CMP can be simply stated. A

caplive shipper should not be required to pay morc
than is necessary {or the carrier involved to carn

2 [PA also presents in Part 11- a bricl description of facts demonstrating
that UP faces no cflective competition for the issue trafTfic.
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adequate revenues.|*] Nor should it pay more than is

neccssary for efficicnt service And a captive shipper

should not bear the cost of any facilitics or services

from which it derives no benefit.

Arizona Elec Pwr Coop., Inc v BNSF Ry and Union Pac. R.R..NOR 42113,
slip op. at 3-4 (STB served Nov. 22, 2011) ("AEPCO 201 I'") (citing Coal Rate
Guidelines, 1 1.C.C.2d at 523-24).

More specifically, SAC develops the principle that a captive
shipper’s rates should not exceed the level that would be charged by a least-cost,
optimally cfficient transporter participating in a “contestable” market, unaffected
by barriers 10 cntry or cxit. As thc Board has explained:

A SAC analysis sccks to determine the lowest cost at

which a hypothetical, optimally cfTicient carricr could

provide the service at 1ssue {ree from any costs

associated with nefficiencies or cross-subsidization. . .

To begin the analysis, thc complainant hypothesizes a

stand-alone railroad (SARR) that could serve a

sclected traffic group il the rail industry were {ree of

barricrs 1o entry or exit.

Tex Mun Power Agency v. Burfingion N & Santa Fe Ry., 6 S.T.B. 573, 586
(2003) (“TMPA™); accord AEPCO 2011, slip op. at4 Under SAC, the
complainant identifics a traffic group, not limited to the issue traflic, to be served

by the SARR and designs the transportation system that will service that group

cfficiently and at the lowest cost, 1aking account of all essential facilities and

* Notably, the Board found UP to be revenue adequate in each of its two
most rccent annual Revenue Adequacy determinations. See Railroad Revenue
Adequacy — 2011 Determinaiion, GP 552 (Sub-No. 16), slip op. at | (STB scrved
Ocl. 16, 2012) and Railroad Revenue Adequacy — 2010 Determination, CP 552
(Sub-No. 15), slip op. at 1 (§TI3 served Nov. 3. 2011).

1-12




opcraling assets. See, e.g., W. Fuels Ass 'n, Inc. & Basin Elec. Power Coop. v.
BNSF Ry., NOR 42088, slip op. at 8 (STB scrved Scpt. 10, 2007) (“WFA I"); FMC
Wyo. Corp & FMC Corp. v. Union Pac. R R , 4 S.T.B. 699, 721 (2000) (“FMC™).
Coal Rate Guidelines, 1 1.C.C.2d at 542-44,

IPA has calculated the SAC for the movement of coal from the
subject origins/interchange to IGS using the Intermountain Railroad (“IRR™) as its
SARR. The results of IPA’s analysis are prescnted in Part 111-H, which shows that
the rates at issuc exceed those that would be charged by a lcast-cost, optimally
cilicicnt alternative transporicr by a substantial margin.

The five basic steps in a SAC analysis arc: (1) identify the traffic
group to be served by the SARR and the associated revenucs; (2) design the
configuration, infrastructurc and opcrating plan lor the SARR; (3) determine the
construction and opcrating costs for the SARR system; (4) sclcct the appropriate
cconomic forecasting and depreciation methodologics for use in the discounted
cash {low (“DCI"") model; and (5) compile the DCF analysis. The development is
interactive, rather than strictly sequential, as the results of a subsequent step may
prompt a need Lo revisc an carlier stcp. Each of these is explained in detail in Part
IiL.

1. Stand-Alone Traific Group

IPA has deicrmined the IRR’s traflic group in a manner consistent
with the Coal Rate Guudelines. See WFA I, slip op. at 10-11; TMPA, 6 S.T.B. at

589. In particular, the IRR does not aticmpt o handle all of UP’s traflic on its
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lincs, but instcad focuses principally on unit train and through trainload
movements.

In order to identily the IRR’s traffic, IPA utilized a combination of
different data sources, most of which were provided by UP in discovery,
including, miter alia, UP’s historic revenue, car movement, train event, and routing
and density records, and UP’s internal traflic projections. 1PA selected individual
UP shipments (by origin and final destination points) that would move over the
IRR for the onc-year period beginning July 1, 2011 and cnding Junc 30, 2012
(“Base Ycar™).

The issuc traffic in this case consists of interline-received coal traffic
moving to 1GS. The issuc trafTic originates at Utah coal origins scrved by the
URC and is interchanged to the IRR at Provo, Utah  The URC providcs its portion
of these through movements pursuant to a long-term contract. In addition to the
issuc coal traffic, the IRR transports other coal trafTic (both to IPA and to third-
party shippers) from Utah, Colorado, and Powder River Basin (“PRB™) coal
sources, and it transports a substantial volume ol non-coal trafTic.

With the exception of a relatively small volume of general [reight
trafTic that the IRR originates or terminates on its system (and interlines with UP),
the IRR's non-coal traffic consists entircly of overhead movements. Trains
moving overhead on the IRR sysiem are transported intact, with no classification

or switching activities performed by the IRR at the interchange points except for




the occasional switching of bad-order/rcpaired cars and the occasional pick-up or
delivery of cars at intermediate points served by the IRR."

a.  Cross-Over Traffic

IPA has developed its SARR in reliance on the Board’s long-
standing policy of allowing shippers to include cross-over tralfic in their SARR
systems. In that regard, while the Board recently proposed in Ex Parte No. 715 to
consider certain limitations on the usc of cross-over traffic in stand-alonc cost
cases, the Board emphasized that it was not proposing to imposc those limitations
in pending cascs

Wc do not proposce 1o apply any new limitation

rctroactively to existing rate prescriptions that were

premiscd on the use of cross-over traflic or to any

pending rate dispute that was filed with the agency

before this decision was served. We do not believe it

would be [air to those complainants, who relied on our

prior precedent in litigating those cases.
Rate Regulation Reforms, slip op at 17 n.11 (cmphasis addcd).

IPA filed its Complaint in the instant casc on May 30, 2012, well in
advance of the July 25, 2012 date of the Board’s Ex Parte No. 715 decision.’

Even more importantly, [PA has “relied on [the STB’s] prior precedent™

throughout its multi-ycar process of challenging UP’s rates  IPA relied on the

! The IRR does not reroute any traffic or utilize any trackage rights.

5 In fact, by the July 25, 2012 datc of the Board’s Ex Partc No. 715
decision: (i) the Board alrcady had approved both the procedural schedule and
protective order in this casc; (i1) IPA and UP cach had scrved discovery requcsts;
and (iii} the partics cach had scrved written responses and objections to those
discovery requests.
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Board’s long-standing approval ol cross-over traflic when it decided 1o file its
Complaint in Docket No. 42127, when it requesied leave Lo modify its SARR
sysicm in Docket No. 42127, when it decided to seck leave 1o dismiss that case,
and when it filed the Complaint initiating the instant case. IPA likewise has
devcloped its present SARR system in reliance upon the Board’s statement that it
did not propose Lo apply its proposed Ex Parle No. 715 limitations to this casc  As
the Board itself recognized in Ex Parte No. 715, it would not be fair to impose new
cross-over traffic limitations in this case. /d., slip op. at 17 n.11.

Notably, the Board recently re-cmphasized this deicrmination both
in £ I, DuPont de Nemours and Co. v Norfolk S. Ry., STB Docket No. NOR
42125 (scrved Nov. 29, 2012) (“DuPont”), holding that “|w]c have already clearly
stated that *[w]e do not proposc to apply any ncw limitation [that may be adopted
in EP 715] retroactively Lo . . . any pending rate dispute that was filed with the
agency before the deciston was served.’” /d., slip op. at 4-5 (citing Ex Partc No.
715, slip op. at 17 n.11); and in its December 14, 2012 dccision in this case.
Accord IP4 2012, slip op. at 3. The Board also explained in both decisions that it
was “maintaining the underlying precept| | that cross-over traffic is an acceptable
and useful simplifying tool in building a SARR .. ..” DuPont, slip op. at 4; see
also IPA 2012, slip op. at 3.

In its August 14, 2012 Motion to Hold Procceding in Abeyance, UP
stated that it will seek to persuade the Board to impose restriclions on IPA’s use of

cross-over traffic in this casc. See, e.g, UP Molion 1o Hold Proceeding in
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Abcyance at 5. IPA is parlicipating in Ex Parte No. 715 as a member of the
Concerned Captive Coal Shippers. This group filed joint Opening and Reply
Submissions in Ex Paric No. 715. 1PA will not repeat all of its Ex Partc No. 715
argumenis here. but instcad, incorporates those arguments by refcrence. IPA has
included copics of its Submissions in its clectronic workpapers. See c-workpapers
“*Coal Shippers EP 715 Opening.pdf™ and “Coal Shippers EP 715 Reply.pdf.”

As IPA explained in its Reply to UP’s Motion to [Hold Proceeding in
Abcyance. imposition of the Board’s cross-over traf(ic limitations would imposc a
substantial hardship upon IPA, which is particularly inappropriate in light of IPA’s
repeated reliance on the Board’s long-standing approach to cross-over traffic. See
IPA September 4, 2012 Reply at 3-5, 7, 16-18. IPA would be required to engage
in a complete re-cxamination of its casc based upon a far broader set ol UP wrafTic
and cost records than is currently available to [PA  This analysis would be
extremely expensive and oncrous Morcover, given the substantial uncertainty
associated with constructing a vastly larger stand-alonc system, thc ¢nd result of
such an analysis could well be an inability to demonstrate that the challenged rates
arc cxcessive (e.g., some impediment to cost-ciTective SARR construction or
opcration of such a large system could exist well beyond the scope of the current
IRR system). In that regard, the Board’s proposal would make it far more difTicult
for shippers (or carriers) to predict the end result of a SAC analysis prior to the

slart of rate litigation.
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b. Cross-Over Divisions/ATC Methodology

In its Decision scrved July 25, 2012 in Ex Parte No. 715, the Board
proposed to utilize an “Aliernative™ form of ATC, but the Board stated thercin that
the modification would be uscd in furure cases:

We thercfore scek public comment on whether we

should adopt this modification to ATC for usc n all

futurec SAC and Simplifiecd-SAC proceedings and

whether 1t provides a more suitable methodology that

would better accommodate the two competing

principles than the current ATC approach
Id., slip op. at 18.% In this procecding, therefore, IPA employs the Board’s
Modified ATC mcthodology to determine the cross-over revenues assignablc o
the IRR.

As noted above, IPA filed evidence in Ex Parte No. 715 opposing
the Board's proposed modifications to its Full-SAC methodology, including
proposcd changes to the Board’s ATC divisions approach [IPA incorporales those
arguments by reference here as well. See e-workpapers “Coal Shippers EP 715
Opening.pdi™ and “Coal Shippers EP 715 Reply.pdf.” For the reasons sct forth
therein, IPA respectfully submits that the Board should not impose Alternative

ATC in this casc, but instead. should calculatc cross-over divisions on the basis of

Modificd ATC. Nevertheless, in order to demonstrate that the impact of the issuc

6 Nothing in the Board’s DuPont decision (or in /PA 2012) contradicts the
Board's prior declaration that it was proposing Lo apply Alternative ATC 1n
“futurc™ cascs.
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in this case is extremely modest, IPA has included alternative calculations using
the Alternative ATC approach.

IPA describes its procedures for forccasting trafTic volumes and
revenues in detail in Part [1I-A.

2. The IRR Configuration and Operating Plan

The IRR’s system configuration and operating plan are described in
Parts [1I-3 and I1I-C. They were developed primarily by IPA Witness Paul
Reistrup, a nationally-recognized expert on rail opcrations. In fact, as a consultant
in the carly 1980°s, Mr. Reistrup planned the track configurations for the 1GS coal
unloading facilitics and at IPA’s railcar maintenance facility located ncar
Springville, UT. His designs are in use today and contribute to the successful
operation of these facilitics.

IRR System Confliguration. The IRR system is shown schematically

in Exhibit 111-A-1. Consisting of 174.96 constructed route miles, the IRR system
provides the rail facilitics needed to transport coal between the issue interchange at
Provo and IGS Thesc facilitics arc located entirely within the state of Utah and
replicate existing UP rail lines between Provo on the northeast and Milford on the
southwest, and include portions of UP’s Sharp and Lynndyl Subdivisions In
addition Lo IPA’s coal traffic, the IRR also uses these lines to transport other coal
and non-coal trafTic that UP transports over the same lines in the real world The
IRR’s Lynndyl Subdivision connects with the private spur that serves [GS (known

as the IPP Industrial Lead) 1.55 miles west of Lynndyl, and extends beyond to
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Milford, which is the first UP crew-change point west of that connection and a
logical place to interchange nierline trailic that the IRR transports over a portion
of UP’s Lynndyl Subdivision.

In Docket No. 42127, UP incorrcctly claimed that the Lynndyl-to-
Milford portion of the [RR “docs not carry any issuc traffic.” See c-workpaper
“UP 42127 Part L.pdf” at [-2. In this same regard, the schematic that UP presented
in its Argument wrongly dcpicted the IPP Industrial Lead meeting UP’s mainline
track at Lynndyl, rather than 1.55 miles west of Lynndyl. /d. at 1-3.7 Contrary to
UP’s claims, the issue traffic (both in Docket No. 42127 and in the present casc)
does move over a portion of UP’s linc between Lynndyl and Milford. [n any
event, the inclusion of traffic moving over the Lynndyl-to-Millord scgment is
entirely consistent with established Board precedent, See, e g., W. Fuels Ass 'n,
Inc. and Basm Elec. Power Coop , Inc. v. BNSF Ry., NOR 42088, slip op. at 10
(STB scrved IFeb. 18, 2009) (“WFA I"), Otter Tail Power Co v BNSF Ry., NOR
42071, slip op. at 9-10 (STB served Jan. 27, 2006) (Otter Tail”).

As described in detail in Part 111-B, the IRR’s facilities have bcen
designed and sized to accommodate its traffic group, which is smaller than that of
most SARRSs in prior coal ratc cascs, in particular those carrying PRB coal trafTic.

The main line consists of single track with passing sidings. as well as set-out

7 See also ud. at 1-11 (UP again wrongly claiming that “IRR does not nced
the Milford-Lynndyl segment to serve the issue traffic™ and that the IRR’s
intermodal tralfic moving via Millord-Lynndyl “does not share any facilitics with
the issue traflic.”).
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tracks located near cach of the IRR’s Failed Equipment Detectors, The portion of
the main linc between Lynndyl and Milford, where traffic volume 1s heaviest, is
equipped with Centralized Traffic Control (“CTC”). The remainder of the main
line, between Provo and Lynndyl, does not requirc CTC given its considerably
lower trafTic volume. Howcver, the non-CTC portion of the main linc has power
swilches remotcly controlled by the locomotive engincers, a technology currently
in existence on Class [ railroads including main lincs operated by the Kansas City
Southern Railway. The maximum permussible train speed is 70 miles per hour for
intcrmodlal trains operating on the Lynndyl Subdivision between Lynndyl and
Milford, 60 miles per hour for all other trains operating on the Lynndyl
Subdivision, und 49 mph in the non-CTC or “dark™ territory on the Sharp
Subdivision between Provo and Lynndyl.

As described in Part 111-B-2, the IRR interchanges coal traffic with
the residual UP at three locations (Provo, Lynndyl, and Milford) and with the
URC at Provo. The IRR has small interchange yards at Lynndyl and Milford, as
shown in Exhibits [1I-B-1 and 111-B-2. There is no need lor an inspection or other
yard at Provo, as the IRR does not perform any 1,000 or 1,500 mile inspections,
and trains arc physically interchanged with other carriers (UP or URC) in the
Provo arca on the Coal Wye tracks (a/k/a the Ironton Crossover tracks, shown on
the first page of Exhibit 111-B-1), in UP’s Provo Yard, or aL IPA’s Springyville

railcar maintcnance facility.
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The IRR’s locomotives arc inspected, serviced and repaired at the
IRR’s locomotive facility at N. Springville (locatcd just south of Provo and ncar
IPA’s Springville railcar repair facility, where 1,500-mile inspections of certain
castbound empty IRR coal trains arc performed by IPA personnel as contractors Lo
the IRR). Locomotives are fucled at the N. Springville locomotive facility using
direct-to-locomotive (“DTL™) fucling by tanker truck; thus the IRR requires no
fixed fucling platforms or other permancnt fueling facilitics.

IRR Operating Plan. The IRR’s operating plan is described in detail
in Part I11-C. It is designed to enable the IRR o handle its peak year traffic
volumes (and the trains moving over its system during the peak weck in that year)
clTiciently and in accordance with all relevant customer service requirements. All
coal and grain traffic moves in unit trains, and with the exceplion of cars
originated or terminated on the IRR, the non-coal trains move inlact in overhead
scrvice between on-SARR and ofT-SARR junctions with the residual UP.

The IRR’s operaling plan accommodates the movement of some
non-coal cars in interline-forwarded or interline-received service to or {rom [ive
local points on the IRR (Nephi, Sharp, Marumar, Delta, and Bloom). These cars
movec cither on through trains operating between Milford and Lynndyl or Provo
(which stop en route to make local pick-ups or set-outs), or, in the case of grain
trafTic destined to the Moroni Feed Company’s grain loop at Sharp, in unit trains

that move from the UP interchange at Provo to the Sharp grain loop and return.

[-22




The operation of these trains is modeled in [PA’s simulation of the IRR’s peak-
period operations using the RTC Model (described [urther below).

The operating plan calls for the IRR to ucquire a single type of
modern, AC-powered locomotive model, the General Electric ES44-AC, which is
suitable for handling the IRR’s traffic and which is extensively used by UP to
transport coal and other traffic. The IRR’s maximum train spceds gencrally are
consistent with those on the real-world lines being replicated, and its signals and
communications system (including the use of C1C where warranted) are
consistent with its traffic volumes and operational requirecments The IRR has also
been provided with appropriate yard/interchange facilitics, and with opcrational
slaffing consistent with its needs, including crew districts specifically sized for its
repetitive train operations in a few well-defined cornidors  Finally, the IRR’s
operating plan takes account of the fact that its tralfic group docs not include any
rerouted movements (internal or external).

A SARR’s opcrating plan must enable the railroad to meet the
transportation (service) requirements of the shippers whose tralTic it carrics
AEPCQO 2011, slip op. at 28. To verify the ability of the IRR system and operating
plan to accommodate its traffic group efficiently, .l PA’s experts conducted a
simulation of the IRR’s operations during the peak tralfic week of its peak traffic
year in the DCF period (i.e., November 2, 2021 through November 1, 2022), using
the Board-approved Rail TralTic Controller (“RTC") Model. The modeling

excrcise and the operating and other inputs used 1n the Model are described in
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detail in Part 111-C-2. The average transit times for IRR trains produ.ccd by the
RTC Model simulation are compared with UP's average real-world transit times
for the corresponding trains during the peak weck ol the Base Year, in Exhibit 111-
C-4 and accompanying clectronic workpapers. The resulis are that the IRR’s
transit times for the various catcgorics of traffic moving in all corridors are equal
to or lower than UP’s rcal world transit times. thus demonstrating the abulity of its
system and operating plan 10 mcet its customers’ service requirements.

3. 1RR Operating Expenses

The operating costs lor the IRR are described in dcetail in Part I[[1-D.
A summary of these annual operating expenses is sct forth in Table 111-D-1 on
page 11I-D-3, infra. Thc opcerating cxpenses reflect the IRR’s relatively small size
and location, locomotive, railcar and other equipment nceds, operating plan,
personnel requirements (both operating and non-operating including general and
administrative personnel), maintenance-of-way plan, and costs for loss and
damage, ad valorem taxes, insurance, and startup and training. The IRR’s first-
year operating expenses equal $45.58 million.

In general, the IRR’s personnel and equipment nceds reflect its
facilitics and operations in its peak traffic year during the 10-ycar DCF period
(December 2, 2012 through December 1, 2022). These needs were determined by
IPA’s expert rail operations, engineering, information technology and MOW
witnesses, and reflect the concept of an cfficient, non-unionized SARR that is a

Class II railroad. They also take into account the IRR’s limited geographic scope
Y geograp P
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and the relatively small peak year traffic volumes moving over the various parts of
the IRR system. IPA Witness Philip H. Burns developed unit costs lor application
1o the IRR’s annual service units using actual cost data produced by UP in
discovery where possible, and actual costs incurred by other railroads (where
known) for comparable lunctions and services, along with information provided
by IPA’s operating, engineering and information technology experts.

IPA’s development of the IRR’s operating expenscs is consistent
with recent Board decisions in SAC rate cascs, including in particular its most
reccent decisions in the WFA and AEPCO 2011 cases. As described in Part [11-G,
the IRR’s operating costs were adjusted forward over the 10-year DCF period
based on Global Insight’s forccasts of expected changes in the RCAI'-A and the
RCAF-U, which werc combined using the phasc-in approuch approved by the
Board in Major Issues, ship op. at 42-47.

4. Road Property Investment Cost

Part I1I-F describes and documents in detail how the IRR is designed
and constructed in accordance with governing standards ol the American Railway
Engincering and Mamtenance-of-Way Association for track, roadbed, bridgc,
culvert and other requirements. and consistent with detcrminations made by the
Board in recent cases addressing construction parameters and costs for stand-alone
rail systems. See, e.g., WFA [, slip op. al 77-133. Specific grading and other
design characteristics have been derived from UP data regarding existing lines that

were produced 1n discovery, as well as dircct obscrvation and cvaluation of the
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geography, Lerrain, topography and general conditions of the IRR route by IPA’s
cxpert rail engincering consultants. Design parameters for clements such as
roadbed width, side slope mcasurements, and other features arc based on Board-
approved parameters from previous cases. See, e g., AEP Texas, slip op. at 79-80;
Public Service Co. of Colorado d/b/a Xcel Energy v. Burlington N & Santa Fe
Ry., 7 S.T.B. 589, 671-73 (2004) (“Xcel I'"); TMPA, 6 S T.B. at 700-708; Duke
Energy Corp v CSX Transp. Inc., 7 S.T.B. 402. 476 (2004) (“Duke/CSXT").

The cvidence submitted 1n Part HI1-F and accompanying exhibits and
workpapers documents [PA’s calculations of material and construction costs,
including design, engincering and contingencies. Total construction costs for the
174.96 constructed routc-miles that comprise the IRR system, including associated
land acquisition costs, arc $386.7 million, or approximatcly $2.2 million per route-
mile. See Part [1I-F at 111-F-2 for a summary table.

Also consistent with Board precedent, IPA projects a 30-month time
period for design and construction of the IRR. ‘This estimate recasonably employs
the principles of unconstrained resources and simultancous construction, where
possible, of different scgments of the IRR system’ thal spring from the entry-
barrier frec principle that is among the core components of CMP. See, e.g..
Carolina Power & Light Co v. Norfolk Southern Ry., 7 S.I.B. 235, 244 (2003)
(“Carolina P&L™); Coal Trading Corp. v. Baltimore & Ohio R R., 6 1.C.C.2d 361,
413 (1990) (“Coal Trading”), West Texas Utilities, | S T.B. a1 668-69; Coal Rate

Guidelines, 1 1 C.C.2d a1 529.
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The same principles apply with respect 10 such items as utility
protection, road detours, environmental regulations compliance, and other such
fcatures. Where records or data produced in discovery do not show any
expenditures by UP or its predecessors when these facilities first were installed,
the rclated costs have been excluded from construction costs [or the IRR as well.
See AEP Texas, slip op. at 85; Xcel I, 7 S.T.B. at 681; Duke/CSXT, 7 S.T.B. at 484,
Howcever, where there is evidence that UP or one of ils predecessors incurred the
expense — or the age of the facility or line segment indicates that such an
cxpenditurc was likely — IPA includes the appropriate cost 1n its analysis. See
Parts 11I-F-2, 111-F-5, and 1I1-F-8

As detailed in Part 111-F-1, the IRR requires a total of 2,108 acres ol
land, including land grants and casements, based upon an average right-of-way
width of 100 fect 1n rural arcas and 75 fect in citics and large towns, and the real
estate requirements for the IRR yards, buildings, service roads and other auxiliary
facilitics described in Parts [11-C and I11-F. Real estalc costs arc based on
appraisals conducted or supervised by IPA’s real estate expert. Stuarl Smith, using
the methodology described in Part 1[1-F-1. Consistent with the principle of
barrier-free entry cited supra, no asscmblage [aclors arc incorporated in the IRR
real estate costs as there is no cvidence that UP or its predecessor(s) were
burdened by assemblage when they acquired the rights-of-way and contiguous
land for the linc segments replicated by the IRR. See West Texas Ulilities, |

S.T.B. at 670-71.
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5. Application of the DCF Model

Part [11-G outlines the DCF mcthodology applied by [PA in
calculating SAC and the maximum SAC rates that result from the IRR SAC
analysis. The DCF methodology is consistent with that adopted in Coal Rate
Guidelines, as subsequently modified in Major Issues, and as most recently
applicd in WFA, AEP Texas, and AEPCO 2011}

IPA’s DCF analysis includes the following elcments:

a Debt and equity costs for the IRR over its construction period
(May, 2010-Octaober, 2012) are based on the Board's annual cost of capital
determinations, consistent with the Board’s 2011 finding in the AEPCO case. See
AEPCO 2011. slip op. at 135-37

b The usc of inflation indices compiled by the AAR appropriate
Lo various road property components ol the IRR (Part [11-G-2), and the “hybrid”
RCAT-U/RCAT-A approach adopted by the Board in Major Issues 10 index the

IRR’s operating expenscs. See Part [11-G-2.

% As described in Part IH-H-1-d, [PA has employed a debt structure for the
IRR of the type actually utilized in the railroad industry, rather than using the
“home mortgage™ approach typically cmployed in prior stand-alone cases belore
the Board. Specifically, the IRR will make fixed, interest-only, coupon payments
on its debt. As IPA explains, the AAR’s filing in the 2011 cost of capital
determination shows that nearly 92 percent of railroad industry debt consists of
corporalce bonds, notes and debentures that incorporale such periodic coupon
payments.
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c. A determination of federal and state tax liabilities consisient
with the Board’s approach 1n prior coal rate cascs, taking account of recent federal
cconomic stimulus legislation. See Part I11-G-3; Part HI-H-1-[.

d The use of economic depreciation to determine the value of
the IRR’s asscts at the end of the DCF period. See Exhibit [111-H-1.

c. The usc of a *time-based™ capital recovery approach, as
applied in TMPA, Duke Energy Corp. v. Norfolk S. Ry . 7 8.T B. 123 (2003)
(*Duke/NS™) and Carolina P&L. See Part [11-G-4.

f. The distribution of total excess stand-alone revenues over
stand-alone costs in each ycar ol thc DCF Model — and thus, the determination of’
the annual mcasure of rate relicf to which IPA is entitled — using the Maximum
Mark-Up Methodology (“MMM?”) adopiced by the Board in Mayor Issues and most
recently applicd in AEPCO 201 1, with variable costs lorccast in accordance with
the Board’s recent decision in Oklahoma Gas & Elec. Co. v. Union Pac. R.R.,

NOR 42111 (STB scrved July 24, 2009) ("{OG&E™). See Part 111-H-2.

E. RATE RELIEF AND DAMAGES

Based upon the evidence presented herein, the Board should find
that UP posscsses market dominance over the transportation of coal to IPA rom
the subject interchange in accordance with 49 U.S.C. § 10707. The 3oard lurther
should find that the rates set {orth in liem 6200-A of UP Tan1'4222, and as

applied to the subject movements, exceed maximum reasonable levels as
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determincd under the SAC constraint of the Coal Rate Guidelines, and therefore
arc unlawful under49 U S C § 10701(d).
1. Prescription of Maximum Rates
In accordance with the provisions of 49 U.S C. § 10704(a), [PA is
cntitled to a Board order prescribing the maximum rates that lawfully may be
charged by UP to transport coal 10 IGS. As detailed in Table 111-H-3, and as sct

forth below in Table -4, the maximum rates that shoutd be prescribed are as

follows:
TABLE [-4 (Principal Case)
IPA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to IGS
Origin/Interchange Car Type Minimum Car 4012
Lading
Provo, UT Gen. Sve Hopper 100 $4.38
Provo, UT Gen. Svc. Hopper 115 $4.08
Provo, UT Spee. Sve. Hopper 100 $4.29
Provo, UT Spec Svc. Hopper 115 $4.01
Source: “IGSMMM Ratcs.xIsx.”
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TABLE 1-4 (Alternative Case)’
[PA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to 1GS

Origin/Interchange Car Type Minimum Car 4012
Lading

Provo, UT Gen. Sve. Hopper 100 $4.41

Provo, UT Gen. Svc. Hopper 115 $4.10

Provo, UT Spec. Svc. Hopper 100 $4.32

Provo, UT Spec. Svc. Hopper 115 $4.04

Source: “IGSMMM Rates.xlsx.”

2. Award of Damages

Since November 2, 2012, IPA has paid UP freight charges for the
subject coal transportation service to IGS at tarifT rates significantly higher than
the lawful maximums summarized in the previous table. Accordingly, pursuant to
49 U.S.C. § 11704(b), upon conclusion of this proceeding the Board should enter

an award for damagges sustained as a consequence of UP’s violation of'49 U.S.C. §

? The only difference between IPA’s Base Case and 1ts Allernative Casc is
that IPA utilized “Alternative ATC” to calculaie division in 1ts Alternative Casc.
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10701(d) consisting of a refund of such overpayments plus interest. See Part [11-

H-3.

Dated: December 17, 2012

By:

Respectfully submitted,

INTERMOUNAAIN POWER,AGENCY
C. Michdcl Loftus W

Christopher A. Mills

Andrcw B. Kolesar 11

Daniel M. Jaffe

Stephanic M. Archuleta
SLOVER & LOFTUS LLP

1224 Scvenieenth Street, N W,
Washington, D.C. 20036
(202) 347-7170

Attorneys for Complainant
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I hercby certify that this 17th day of December, 2012, 1 have caused
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Complainant Intermountain Power Agency o be served by hand delivery upon:

Michael L. Rosenthal, Esq.

Covinglon & Burling

1201 Pcennsylvania Avenue, N.W

Washington, D.C. 20004-2401

I further certify that [ have causcd a Public version of this Opening
Lvidence to be served by overnight courier upon-

Louise A. Rinn, Esq.

Associate General Counscl

Union Pacilic Railroad Company

1400 Douglas Street STOP 1580
Omaha, NE 68179
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY ;
Complainant, ;
V. ; Docket No. 42136
UNION PACIFIC RAILROAD COMPANY ;
Defendant. ;
)
PART Il

MARKET DOMINANCE

A. QUANTITATIVE EVIDENCE

The Board considers both quantitative and qualitative market
dominance in determining whether there is an abscence of effecuve competition
under 49 U.S.C. § 10707.

49 U.S.C. § 10707(d)(!1) delines the quantitative clement of the
markel dominance test as a showing that the revenuces produced by the rail
movemenis at 1ssuc arc at lcast 180% of the respective variable costs of providing
the related transportation service for each of those movements. In this Part 11LA,
[PA demonstrates that the quantitative threshold is met with respect to the rates
under challenge in this proceeding,.

Under the approach that the Board adopted in Mayor Issues, the UP

warifT rates at issuc are compared 1o the variable costs for the corresponding




movements, calculated on an unadjusted system average basis using the Board’s
Uniform Rail Costing System (URCS) Phase 111 program, and nine (9) specific
traflic and operating inputs for cach movement: (1) the railroad; (2) loaded miles
(including loop track miles); (3) shipment type (originated and terminated or
“local.” originated and dehivered, received and delivered or *bridge,” and received
and terminated); (4) number of [reight cars per train; (5) number of tons per car;
(6) commodity; (7) type of movement (single car. multiple car or unit train); (8)
car awnership (railroad or private); and (9) type of car. See Major Issues, slip op.
al 52 n.166; KCP&L. slip op. at 5-6. The variable costs and resulling revenuce to
variable cost (R/VC) ratios prescnted by IPA in this Part were calculated in
accordance with these guidelines.

1. Traffic and Operating Characteristics

In accordance with the procedural schedule approved by the Board
onJuly 11, 2012. IPA and UP filed a Joint Submission of Operating
Characteristics on Oclober 16, 2012, The partics conlerred about, and were able
lo agree upon. all of the traffic and operating characieristics for the coal
movements to which the challenged rates apply  The applicable tarilt covers
shipments in both 286,000 GWR and 263,000 GWR genceral service hoppers and
special service hoppers, and specifics diflerent rates for cach weight category
The traflic and operating parameters used by IPA 1n 1ts calculation of variable

costs {or cach of the subject movements are as lollows:
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TABLE lI-A-1
Summary of Traffic & Operating Parameters
Movement Provo, Ul' to Lynndsyl, UT
Parameters 286,00 GWR ZR6 80 GWR 263,000 GWR 2 it GWR
n (2) (E)] (2} L))
I Rulroad up up ue up
2 Miles 970 970 970 970
= », Vi
3. Spmem rype gl Termmied Tmmied Termunied
4. Cars per 'nun 104 104 104 14
5, Car Type Generul Service Specut Service Generul Service Specud Service
iupper llopper Huopper Hopper
6 Cw Ownership Private Privale Private Privage
7. l'ons per Cu 116 0 1160 1041 1011
§ Commudity Conl Conl Coul Coul
Y. Muvemient 'l ype Unit 1ram Unit Iram Unit lemin Unn Fram

2. Viariable Costs

Table 11-A-2, below, shows the calculation of variable costs' for
movements from the origin at issue to IGS based upon the Board’s 2011 UP
URCS unit costs forecast to Fourth Quarter 2012 (4Q12) wage and price levels
using the Board's established procedure for updating variable costs.? All variable
cosls arc calculated on a system average basis, with no adjusiments other than
thosc sct forth in Rewiew of the General Purpose Costing System. 2 §.T.B. 659

(1997) and endorsed in Major Issues. See KCP&L, slip op at 7-8. The Table also

' "I'he testimony in this Part 11-A is being sponsored by Thomas D. Crowley
and Timothy D Crowley of L..E Pcabody & Associaies, Inc. Their credentials are
dctailed in Part IV.

2 The methodology employed is the Interstatc Commerce Commission’s
1123-80 procedure, supplemented in accordance with Complaints Filed Under
Section 229 of the Siaggers Rail Act of 1980, 365 1.C.C. 507 (1982).
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shows the calculated Jurisdictional Thresholds and rate to variable cost ratios [or

cach car type.

TABLE I1-A-2
Variable Cost and Revenue/Varinble Cost Rantivs

Prove, UT tv Lyandyl. U1

ligm ZB6NH) GWR 286,000 GWR 263000 GWR 263,000 GWR
{}] (2) 3 L)) (5)

I Phuse Hl Cost Buse Year 2011 I/ S1.81 $178 519 5191
Q12

2, Index 10 4Q12 1 03248 103218 103248 103248

3 Phase [11 Cost 4Q12Y 187 $1 84 $201 $197

4 Junsdictional Threshold 3/ 5337 $331 $3.62 $3 55

$ Raie PerTon 1n Pavate Cars 3G12 74160 §7464/ 7615/ $7.64 5/

6 Raoic to Viuubie Cost Ruuo 1Q12 &/ 3w 106 3,80 388

17 STB201T UP URCS formula

2 Lue 1 v Line2

3 Lme I L8O

4/ Rute ol $7 13 per ton from UP 'eniT 4222 plus un avernge 1Q12 fucl surcharge (1 $C*) of' $G 33 per ton

F'SC based on UP Circular 6502-C (Colorndo and Uteh), tem 890 UP AQ12 Average T'SC ol S040 per car-mife bnsed
on Oct, Nov, und Dee 2012 tucl surcharges ol $0 38, 5041, $0 20 per cur-nnle, 1cspectively 1 SC = $0 40 per car-mile
X 97 miles + 116 0 wons per car

5/ Rute ol §7 27 per tonn irom UP Tunil 4222 plus un average Q12 I'SC of 30 37 per ton,

F SC bused on UP Circulur 6602-C (Colorado and Utsh), Iem 690 UP Q12 Average FSC of'$0 40 per car-mile bused
on Oct, Nov, ind Dee 2012 tuel surchorges ol S0 38, 30,41, S0 40 per car-nule, respectinely  FSC = 30 40 per cur-mile
X 97 mules + (04 | 1ons per cur

6/ Line 5+ Line 3

Bascd upon UP’s 4Q12 variable costs and the challenged rates
(including the fuel adjustment), the revenue Lo variable cosl ratios range from
380% 10 406% of variable costs, all Iar in excess of the Jurisdictional Threshold of
180%.
B. QUALITATIVE MARKET DOMINANCE

The sccond aspect of the market dominance analysis involves

qualitauve considcrations and includes a review of both intramodal and intermodal
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competition.’ 1PA’s Intcrmountain Generating Station (*1GS™) is located near
Lynndyl in Millard County, Utah and includes two generating units with a total
capacity of 1,800 MW. IGS is not served by any railroad other than UP. and it is
infeasible for IGS to receive the very large volumes of coal covered by the
challenged ratcs by motor carriage. As such, there is no intramodal or intermodal
compelition and UP cnjoys market dominance over the issue movements.

The challenged rates in this procceding apply 10 coal shipments Lo
IGS liom onc origin: a point of interchange with the URC, at Provo, Utah. IPA
anticipates that its shipments of coal from this origin over the next ten (10) years
will be in the range of 2,5 10 3.5 million tons per year, out of total annual
deliverics of § }. The balance of its requircments.
approximately { }, is expected to be shipped from
non-issuc origins. The conl volumes currently under contract by IPA, and its best
estimales of coal volumes and coal origins for the next ten (10) years, are set forth

in an internal forccast appearing at e-workpaper “1GS Coal TralTic Forecast.xlsx.”

{

}

In an cffort to maximize cificiency and minimize the expense

associated with discovery in this casc, the partics agreed 1o rely, Lo the extent

3 The testimony in this Part 11-B is being sponsored by John Aguilar and
Lance Lee ol IPA. Their positions and backgrounds arc detailed in Part IV,
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possible, on the discovery requests and responses in Docket No. 42127, 1o request
updates of those responses (o those earlier discovery requests where appropriate;
and to hmit new requests  The partics accordingly extended the protective order Lo
cover usc in this docket of matcrials from Docket No. 42127

In its responses 1o IPA’s First Requests for Admissions,
Interrogatorics, and Requests for Production of Documents in Docket No. 42127,
UP conlirmed the absence of effective competition in this case. Specifically, UP
first admitted that:

it could not prevail on the issuc whether there is

qualitative evidence of effective competition {rom

other carriers or modes of transportation for the

movement of coal from the “Origins,” as defined in

IPA’s Delinition No. 13, to the IPA Generating Station

under the standards currently being applicd by the

Board.
UP Responses 10 Request for Admission Nos. 2-and 3. UP’s responses are
included with this Opening Evidence as e-workpaper “UP 42127 Responsces.pdf.”

In addition, UP responded to IPA’s Interrogatory Nos. 2 and 3 with
the “unqualified admission” that UP faces no citective intramodal or intermodal
compectition lor the subject transportation. /d. (e-workpaper “UP 42127
Responses.pdli)

UP refused to produce any documents 1n response to IPA’s request
for the production of any documents regarding intramodal or intermodal

competition on the grounds, inter alia, that IPA’s request “secks information that

is neither relevant nor reasonably calculated to Iead o the discovery of admissible
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cvidence.” See UP Response to 1PA Request for Production No. 2 (e-workpaper
“UP 42127 Responses.pdl.”™).

In its Reply Evidence in Docket No. 42127, UP acknowledged its
admission that it could not prevail in establishing qualitative market dominance
and confirmed that it docs not dispute that it has market dominance over the
transportation to which the challenged rates apply. See UP Docket No. 42127
Reply Lvidence, at 11-1 (included as e-workpaper “UP 42127 Reply Part 11.pdf).
The rates challenged here are a subset of the rates challenged in Docket No.
42127. While UP’s admissions and statements in Docket No 42127 are sulTicient
1o resolve the issuce ol market dominance in this proceeding in [PA’s favor, IPA
ncvertheless will address briefly the factual details of the issue transportation
scrvice and the absence of any eftective compelitive alternative lor that service.

1. Intramodal Competition

1GS is located on UP's main line between Salt Lake City, Utah and
L.os Angeles. California and UP is the only rail carrier capable ol serving the plant.
The second-ncarest railroad to 1GS is the Utah Railway Company (“URC”), whose
tracks are located approximately 90 rail miles from the plant. Given the distance
involved, there is no practical option for a rail build-out from IGS.

Because IGS is scrved only by UDP and a rail build-out is infcasible,

there is no intramodal competition.
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2. Intermodal Competition

There arc no intermodal competitive alternatives that effectively

constrain the rates charged by UP to perform the service at issue.

[PA opcrates and maintains approximately 400 railcars, consisting of

both aluminum and steel cars. It owns a railcar service lacility in Springville. UT,
just south of Provo, UT. IPA has undertaken major upgrades to that facility in the
past three ycars, including the construction of a new overpass, as well the
installation of additional track facilities to accommeodaic longer unit trains. At
least { } was spent on lund and funding for the overpass. [n addition,
IPA has spent approximately { } on 1ts expansion of the railcar service
lacility. Very simply, IPA has always rchied upon, and continuces to be lully
commiticd lo, rail transportation for delivery of the vast bulk of its coal
requircments. There arc very good reasons for that rehiance on rail transportation,
Trucking high volumes of coal to IGS is operationally inleasible,
prohibitively expensive and politically impractical  For the past ten years, [PA has
typically trucked less than five pereent of its coal to 1IGS.* Most of those truck
deliveries have been associated with periodic changes in mining operations at the

SUFCO Mine operated by Arch Coal, which is located in Sevier County. UT —

* The most recent full year (201 1) data show truck shipments of
approximately 700,000 tons The majority of those tons were from the new Coal
Hollow Mine, from which IPA begun receiving coal in 2011, This mine is not
scrved by any rail carrier, and the mine determined that trucking was the most
fcasible and cconomic means of delivering the coal given the location of the
ncarcst polential rail transload point, which would have required circuitous truck
movements of approximately 110 miles [rom the mine.




approximately 115 miles cast of IGS. FFor opcrational rcasons, the amount of
SUFCO coal that IPA can efficiently burn at 1GS is limited to {

}. Over the last five ycars, IPA has shipped an average of
approximatcly 240,000 tons of coal per year by truck from the SUI'CO Mine. The
remaining portion of deliveries from SUFCO, averaging around 1.75 million tons
per vear, have been shipped by rail via UP at the Sharp loadout near Levan, Utah.
The SUIFCO Minc is an underground mine that operates a longwall as well as
continuous mining equipment. Truck transport from SUFCO 1s not continuous
and rcgular, but is used primarily during periods when SUFCO is moving its
longwall 1PA cncounters community opposition to trucking from SUFCO 1o IGS

during periods when such truck shipments are voluminous on a monthly basis.

IPA has requestied and UP has provided common carrier rates for rail shipments of’

SUFCO coal from Sharp. IPA is currently vtilizing these rates, but has not
challenged them in this procceding,.

The distance from Provo, Utah and the volumes to be shipped from
that interchange make trucking an infcasible option. The Provo interchange point
with URC is approximately 90 rail miles from 1GS. The volume of coal 10 be
shipped Irom this origin (between 2.5 and 3.5 million tons per year) and the
associated costs, make motor carriage over these distances infeasible

IPA has been taking substantial volumes of coal from URC-served
origins lor many ycars. URC hauls these tonnages to Provo and 1PA’s tains are

mterchanged there 1o UP for movement to IGS. 1PA has never utilized trucks lor




transporting coal from the URC interchange in Provo to IGS. There are no
facilitics available in the Provo arca that would be capable of transloading coal
from rail to truck In addition, such an option would be impractical versus an all-
rail movement in that it would require unloading coal from railcars, storing the
coal on the ground and re-loading the coal into trucks (even if a suitable transload
location could be identified and appropriate transload facilities constructed) and a
90-mile truck haul from Provo to IGS. Given the volumes of coal 1PA anticipates
shipping via URC from Savage as described above. the number of tandem
truckloads required would be approximately {  } per day. All of the steps
involved 1n attempting to truck coal from Provo to IGS would unquestionably
result in sigmificantly greater costs than a direct or interchanged rail move.
Indeed. even before adding a suitable transloading fee, IPA estimates that the
trucking costs would ¢xceed the rail transportation costs by {

} based on 2012 trucking rates and UP’s 115 wons per car tariff rate from
Provo I one assumes a transload cost of {

Y 1PA belicves is probably
lower than could cver be achieved, the incremental cost for truck deliveries would
be { }

More gencrally, if IPA were to truck the major volumes of coal
involved from Provo. it would require increased travel over roads that arc not
rcgularly subjccted to such high coal truck volumes and would gencrate logistical

and political problems that would further render such transportation infcasible.
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Morcover, 1GS is not physically designed, cquipped or operated to handle such
large volumes ol truck deliverics.
Finally. there are no navigable waterways between the issuc

origins/interchange and 1GS, and as such, there is no cflective water competition.
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY
Complainant,
v, Docket No. 42136

UNION PACIFIC RAILROAD COMPANY

Defendant.

PART Il

A. STAND-ALONE TRAFFIC GROUP

IPA has determincd the maximum lawful ratcs for UP’s
transportation of coal to IPA’s Intermountain Generating Station (*1GS™) utilizing
the stand-alone cost (“SAC™) constraint of the Coal Rate Guidelines.' 1PA has
created the Intermountain Railroad (*IRR™) as its hypothctical lecast-cost, most-
cfficient stand-alonc railroad (*SARR™) for SAC purposcs.

Exhibit 111-A-1 is a schematic of the IRR’s layout. The IRR system
consists of 174.96 construcied route miles. As shown in Exhibit [11-A-1, the
system is located entircly within the state of Utah and replicates UP’s system from
Provo, Utah on the northeast to Milford, Utah on the southwest. The IRR sysicm

serves one coal origin (the Sharp loadout), one coal destination (1GS), and scveral

'"I'he maximum rates are set forth in Part [11 -G; the cvidence in that Part is
sponsored by IPA Witnesses Thomas D. Crowley and Danicl L Fapp.
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origins/destinations for non-coal interline forward and interline received traffic
(including n particular the Moroni Fced Company facility at Sharp, hereinafter
rcelerred to as the “Sharp grain loop™). The IRR has no branch lincs, and conncects
with the privately-owned IPP Industrial Lead 1.55 miles west of Lynndyl.

The IRR’s main lines consist of single track with passing sidings
totaling 213.08 track miles. The main lines consist of continuous welded rail
similar to that uscd by UP on heavy-haul routcs. IPA describes other aspects of
the IRR sysiem in Part 111-B of 1ts Opening LEvidence

The IRR interchanges tralTic with the residual UP at Provo, Lynndyl

and Milford and with the Utah Railway (“*URC”) at Provo?:

TABLE I11-A-1
IRR INTERCHANGE LOCATIONS

Location Carrier
Provo, Utah UP, URC
Lynndyl, Utah UP
Milford, Utah up

IPA c-workpapers “IPA Coal Traffic Forccast Opening.xlsx,” and
“Non-Coal Revenue Forecast Opening.xlsx™ show the volumes and on and off
locations for all IRR traffic over the November 2, 2012 through November 1, 2022

time period.

2 As described in Part 111-C-2 below, the IRR physically exchanges trains
with UP and with URC at several locations in the vicinity of Provo.
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1. Stand-Alone Railroad Traffic

The IRR traftic group logically divides into coal and non-coal
traffic Almost all of the coal traffic on the IRR moves in unit trains or trainload
service. The IRR originates and/or delivers some of its coal trafTic, and the IRR
provides overhead scrvice for other coal movements. The only coal destination
scrved dircetly by the IRR is IGS. The IRR moves both issuc and non-issue coal
traffic to IGS. All other non-issuc coal traffic moving on the IRR is interchanged
to UP for delivery to its ultimate destination.

With the exception of a relatively small volume of general freight
traffic that the IRR originales or terminates on its sysiem (and interlines with UP),
the IRR’s non-coal trallic consists cntirely of overhead movements. Trains
moving overhcad on the IRR system arc transported intact, with no classification
or switching activilies performed at the interchange points except for the
occasional swilching of bad-order/repaired cars and the occasional pick-up or
delivery of cars at intcrmediate points served by the IRR. The originated/
terminated tralfic includes unit trains that the IRR receives from UP at Provo and
terminates on the Sharp grain loop (the empty trains are rcturned to UP at Provo).

IPA developed the IRR traffic group utilizing a combination of
different data sources, including: (a) UP’s historic revenue, car movement, train

event, and routing and density records; (b) UP’s Prophecy forccast data; (¢) UP’s
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rail transportation contracts and other pricing in formation;’ (d) IPA's internal coal
volume forecast; (¢) information developed by the Depariment of Encrgy’s Energy
Information Administration (“EIA™); (I} information developed by the U.S.
Department of Agriculiure (“USDA™); (g) analyscs conducted by IPA Witnesses
Thomas D. Crowlcy and Daniel L. Fapp; and (h) information in UP’s shareholder
reports, SEC filings. and equity analyst presentations.

IPA selected individual UP shipments (by origin and final
destination points) that would move over the IRR for the one-year period
beginning July 1, 2011 and ending June 30, 2012 (“Base Year™) *

a.  Coal Traffic

Coal traflic, consisting of unit train and/or trainload movemecnts.
comprises approximatcly 42% of the [RR’s first full-year tons. The IRR dircctly
serves one coal load out and also receives coal in interchange from both URC and
UP at Provo and from UP at Lynndyl. The only power plant that the IRR serves
dircctly is IGS. There are three basic categories of coal traffic on the IRR sysiem.
(1) 1ssue trafTic to IGS; (ii) non-issuc traffic to IGS; and (iii) non-issue trafTic

moving to destinations other than IGS.

3 By agreement of the parties, UP limited its production-of non-coal
contracts and pricing instruments to a defined subset of the Lotal scl of responsive
documents. The partics further agreed that UP would not take issuc with IPA’s
reliance on that subset as a basis for drawing inferences regarding the balance of
UP’s contracts and pricing instruments.

*IPA’s clectronic workpapers include (he qucrics that IPA utilized (o draw
traffic and revenue information from UP-produced traiTic data.
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Coal Traffic to IGS. The issue traffic moving to IGS includes Utah

coal trafTic that originatcs on the URC and that the IRR reccives in interchange
from the URC at Provo for delivery to IGS. The URC handles the upstream
portion of these movements pursuant Lo a long-term contract with [PA that
remains in effect until { }. UP’s contract for delivery service
for these URC-originated volumes expired at the end ol 2010.

The non-issuc coal traffic moving to IGS via the IRR includes coal
originating at the Sharp coal loadout. The IRR moves this coal in single-line
service from Sharp to the [GS facility. The IRR also handles a small volume of
coal moving to IGS as cross-over traffic (ie., rcal-world single-line traflic that the
UP originates at the Skyline Mine and that the IRR will handle from Provo to
IGS).

Non-1PA Coal Traffic. The IRR also handles coal traffic for

shippers other than IPA. This traffic includes non-issue coal traffic moving: (1)
from the URC interchange at Provo to Milford; (2) from the UP interchanges at
Provo or Lynndy! to Milford; or (3) from the Sharp loadout to the UP interchanges
at Provo or Milford. The IRR’s non-issue coal tralTic is a combination ol export
coal, utility coal, and industrial coal from Utah, Colorado, and Powdecr River Basin
(*PRB™) origins.

IPA e-workpaper “IPA Traflic Forecast.xIsx™ shows dctailed
movement information for all coal handled by the IRR, along with the Base Year

volumes attributable to each
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b. Non-Coal Traffic

The IRR also handles a substantial volume of non-coal traific. This
tralfic comprises approximately 58% of the IRR’s first-year tons  As noted, the
IRR gencrally receives and delivers this traffic in intact trainloads, and handles
this traffic as a bridge carrier replacing UP for a portion ol its movement over the
IRR. IPA’s e-workpaper “Non-Coal Revenue Forecast Opening.xlsx™ shows all
on-systcin and off-system locations for all the non-coal movements handled by the
IRR for the November 2. 2012 — November 1, 2022 time period. Principally, this
trafTic moves between Milford and Lynndyl or Provo. This traffic also includcs
interline forwarded and interline reccived non-coal traffic that the IRR originates
or terminates at five points (Nephi, Sharp, Martmar, Delta and Bloom).s

The non-coal traffic may be broken down into gencral categorics as

follows:

% Except for the grain traffic destined to the Sharp grain loop, which moves

on separale unit trains, this traffic moves on through (overhead) trains which stop
on the IRR to pick up or dcliver cars to local industrics at the indicated locations.
Some of these trains are destined to Milford, where they are interchanged to UP
which provides the ultimate delivery for these movements
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TABLE 111-A-2
Summary of First Year IRR Non-Coal TrafTic

Cars/Containers | Tons
Description (thousands) (millions)
Automotive 11.67 0.22
Agriculwural 12.25 1.29
Intcrmodal/Other 382.23 11.76

Source: e-workpaper “Non-Coal Revenue Forecast
Opcning.xlsx.”

c. Rcrouted Traffic
The IRR docs not reroute any traffic.

2. Volumes (Historical and Projected

As noted above, the IRR moves both coal and non-coal traflic. A
detatled schedule showing all projected coal volumes for the IRR for cach year or
partial year of thc DCF period 1s shown in c-workpaper “IPA Coal Traffic
Forecast Opening.xlsx.” Converscly, a detailed schedule showing all projecied
non-coal volumes lor the IRR for cach ycar or partial ycar of the DCF period is
shown in e-workpaper “Non-Coal Revenue Forecast Opening.xlsx.”

a. 1GS Coal Traffic

IPA bases the IRR’s coal volumes moving to IGS (including both
issuc and non-issuc IPA coal movements) on IPA’s internal forecast. See e-
workpaper “1GS Coal TralTic Forecast xIsx.” This forecast, which IPA produced
to UP in discovery, reflects the most recently available information regarding

IPA’s coal supply agreements and its cxpectations regarding {uture coal sources
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and volumes on an annual basis. In order to calculatc the volumes for the final
two months of 2012, IPA applied the following formula using the information in
its forecast: (2012 IPA Annual Internal Forecast Volumes / 12 months) x 2
months = 2012 IPA Annual Intcrnal Forecast Volumes for November 2, 2012

through December 31, 2012.

{

}
b. Non-IPA Coal Traffic
IPA dcveloped the IRR’s non-IPA coal traific volumes using UP’s
traffic records and Prophccy forccasts (each of which UP produced in discovery in

this casc) and using UP’s various carnings relcases.

i. Nov, 2-Dec. 31, 2012 Non-1PA Coal Volumes

After sclecting coal traffic for the Base Year from trafTic records that
UP provided in discovery, IPA dcveloped the IRR’s non-IPA coal volumes for the
first two months of the IRR’s opcrations (1.e., November 2, 2012 through
December 31, 2012) using a combination of UP’s 4Q 2011 carnings rcleasc and
UP’s 4Q2012 region-speciflic Prophccy forecast data.

IFor Utah- and Colorado-originated coal, IPA calculated the ratc of

change between UP’s 4Q2011 actual coal volumes as reported in UP’s 4Q2011
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carnings release® (excluding the IPA coal volumes) and UP’s 4Q2012 region-
specific Prophccy data (again cxcluding the [PA coal volumes) for the Craig, West
Colorado, and West Utah regions. Because UP’s Prophecy data and its carnings
rcleases use similar regional measures, it was proper for IPA 10 compare these iwo
UP data sources. IPA then applied this calculated 2011-2012 rate of change 1o the
volumes of Utah- and Colorado-originated coal that it had sclected from UP’s
actual November-December 2011 traffic records to yield volume estimaltes for
November 2, 2012 through December 31, 2012.

For PRB coal traffic, IPA uscd a similar approach. Specifically, IPA
comparcd UP’s actual 4Q2011 PRB coal volumes (as reported in UP’s 4Q2011
carnings release) 10 UP’s 4Q2012 Prophecy forecast data for the Powder River
region (o develop an annual rate of change. [PA then applied this 2011-2012 rate
ol change to all selected PRB-originated coal traflic for the November and
December 2011 time period in order to develop PRB coal volume cstimates for
November 2, 2012 through December 31, 2012,

ii. 2013 Non-IPA Coal Volumes

In order to develop its estimate of 2013 non-1PA coal volumes, IPA
followed two principal steps. Firsi, IPA developed an estimate of full-yecar 2012

volumes for the coal traific volumes it had sclected from UP’s Base Year traftic

S UP's2011 Quarterly Analyst presentations, as produced by UP’s Investor
Relations department, reported the total tons of coal that UP transported for PRB
and Colorado/Utah onigins in cach quaricr of 2011.
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records (July 2011 through June 2012), and sccond, IPA indexed those volumes
forward to 2013.

Full-Year 2012 Volume Levels: Because UP’s actual traffic records
were available only through June of 2012, IPA utilized a combination of different
sources in order to develop a full-vear’s cstimate ol 2012 non-1PA coal voluines.
For Utah- and Colorado-originated coal, IPA calculated the rate of change
between: (i) the sum of UP's 3Q and 4Q201 1 actual coal volumes as reported in
UP’s 3Q and 4Q201 1 carnings rcleascs (excluding IPA coal volumes): and (ii) the
sum of UP’s 3Q12 actual coal volumes as reported in UP’s 3Q2012 carnings
refcasc” and UP’s 4Q2012 Prophecy data (excluding IPA coal volumes). 1PA
applied this 2011-2012 ratc of change to the sclected coal traffic moving in the
July through December 2011 time period in order to develop July through
December 2012 volumes for this trafTic.

For PRB coal traffic, [PA developed a year-over-year rate of change
by comparing: (i) UP’s actual 3Q and 4Q2011 PRB coal volumes (as reported in
UP’s 3Q and 4Q201 | carnings rclcascs); to (ii) the sum of UP’s actual 3Q2012
PRB volumes (as reported in UP’s 3Q2012 earnings release) and UP’s 4Q2012

Prophccy lorccast data for PRB volumes. IPA then applied this rate of change 1o

7 UP’s 2012 Quarterly Analyst presentations as produced by UP’s Investor
Relations department reported the total tons transported for PRI and
Colorado/Utah coul in cach ol the first three quarters of 2012.
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all selected PRB-originated coal wraftic for the July through December 2011 time
period in order to develop July through December 2012 coal volumes.

IPA next added the actual 1Q and 2Q2012 coal volumes traversing
the IRR to the estimated 3Q and 4Q2012 IRR coal volumes o yield full-ycar 2012
coal volume levels for the selected coal traffic

2013 Volume Levels: 1PA next utilized the EIA’s Annual Encrgy
Outlook (“AEQO™) 2012 coal production forccast by coal supply and coal demand
region in order to develop annual rates of change from 2012 to 2013.8 IPA applicd
the annual rates of change for 2013 to the IRR's 2012 coal volumes based upon
cach movement’s origin and destination region. For example, IPA adjusted coal
volumes moving from the Jacobs Ranch Mine in the PRB 1o {

} using the forecasted change in coal production

lor coal moving between the EIA's Wyoming PRB supply region and the EIA’s
Colorado, Utah, and Ncvada demand region.

iii. 2014-2021 Non-1PA Coal Volumes

For the years 2014 through 2021, IPA utilized the EIA’s AEO 2012
coal production forccast by coal supply and coal demand region 1n order to
develop annual rates of change, and then IPA applied those rates of change to

prior year traffic levels. For example, IPA applied the ratc of change in coal

® The EIA's Coal Marketing Module (“CMM™) 1dentifics thirteen coal
supply regions, which include the Rocky Mountain Region (Ul and CO), and the
Wyoming PRB, and sixteen coual demand regions.
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production forccasted by the EIA between 2013 and 2014 to the 2013 forecasted
traffic in order 1o develop an estimate of 2014 trafTic levels.

iv.  Jan. 1-Nov. 1, 2022 Non-IPA Coal Volumes

For January 1, 2022 through November 1, 2022, [PA developed IRR
coal trallic volumes (except IPA’s coal traffic) by applying the EIA’s forecasted
rate of change in coal production between 2021 and 2022 to the forecasted 2021
traffic levels, and by multiplying that result by 83.33% to reflects ten months®
production (i.e., 10/12™ of a ycar).

C. IRR Non-Coal Traffic

The IRR’s non-coal traffic includes automotive, agricultural,
intcrmodal, industrial products, and other traffic.

In order (o determine volume levels for the IRR’s non-coal traffic
(i.e., automotive, agricultural, intermodal, and other non-coal traflic), IPA first
drew information regarding Base Ycar (July 2011 through Junc 2012) non-coal
volumes moving over the IRR system {rom the trafTic records that UP produced in
discovery in this casc, See c-workpaper “Non-Coal Revenue Forccast
Opening.xlsx.” IPA next utilized a combination of Prophecy data, UP earnings
relcases and various public data sources (e.g , filings before the Sccurities
Exchange Commission (“SEC™), EIA forccasts, and United States Department of

Agriculture ("USDA?™) forccasts) 1o develop non-coal volume data for the entire

life of the IRR,
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i. Automotive Traffic Volumes

To develop IRR automative trafTic levels for the Lime period from
November 2, 2012 through December 31, 2012, [PA began with sclecled Base
Ycar automotive trafTic volumes for November and December of 201 1 that it
obtained from UP’s trafTic records. 1PA next calculated the rate of change
between UP’s forccasted system-wide automotive traffic volumes from the 4Q12
Prophccy data and actual system-wide 4Q2011 automotive traffic volumes as
reported in UP*s SEC Form 10-K report. IPA appliced that rate of change to the
sclected traffic volumes for November and December of 2011,

As with IPA’s devclopment of 2013 coal volumes, IPA followed (wo
principal steps in order to develop its estimaie of the IRR's 2013 automotive (and
other non-coal) volumes. Firsl, IPA developed an esumate of full-year 2012
volumes for the automotive trafTic it selected from UP’s Basc Year trafTic reccords
(July 2011 through Junc 2012), and second, IPA indexed those volumes forward Lo
2013.

Full-Year 2012 Volume Levels: Because UP's actual traflic records
were available only through June of 2012, IPA calculated the rate of change
between the combined 3Q-4Q2011 UP reported system-wide automobile trafTic
volumes and the combination of 3Q2012 reported and 4Q2012 UP Prophecy
sysiecm-wide automotive traffic volumes. IPA applied this rate of change to the
selected automolive traffic moving in the July through December 2011 time period

in order 10 develop July through December 2012 volumes for this trafTic.

111-A-13




IPA next added the actual 1Q and 2Q2012 automotive volumes
traversing the IRR 1o the actual 3Q and estimated 4Q2012 IRR automotive
volumes in order to develop full-ycar 2012 automotive volume lcvels for the
selected trafTic. (IPA used the same methodology to develop 2012 volume levels
for the other categories ol non-coal sclected tralfic.)

Remaining Years ' Volume Levels: To lorecast 2013 automotive
traffic levels, IPA applied the annual forecasted change in new automobile and
light truck sales between 2012 and 2013 (as forecasted by the EIA in its AEO
2012 forecast) to the 2012 IRR automotive traffic levels.?

FFor 2014 through 2021, IPA uscd the annual forccasted change in
new automobile and light truck sales as forecasted by the EIA in its AEO 2012
automobile and light truck sales forecast to adjust annual automotive volumes.

For January 2022 through November 1, 2022, IPA applicd 10/12"
(or 83.33 percent) of the annual 1ate of change 1n the EIA’s AEQ 2012 forccast of
automobile and light truck sales between 2021 and 2022 to the 2021 forecasted

volume levels.

? Analysis of historic UP auto traffic data shows an 87 percent corrclation
between UP automotive traffic levels and new car and light truck sales. Therefore,
the forccasted change in future new automobiles and light trucks provides a
rcliable forecast of future auto traffic on the UP. See c-workpaper “Hisloric
Relationship Between UP Auto Traflic and New Car Sales (1997-2010) xlsx ™
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ii. Agricultural Traffic Volumes

Beginning with the November and December 2011 agricultural
trafTic that it sclected from UP’s traffic records, IPA developed agriculture traflic
volumes for the November 2 through December 31, 2012 time period by applying
the rate of change between forecasted system-wide agricultural waflic volumes
from the 4Q2012 UP Prophccy data and actual system-wide 4Q2011 agricultural
traffic volumes reported in UP’s SEC Form 10-K report

IPA devcloped an estimate ol 2012 [ull-year agricultural volumes by
applying the rate of change between combined 3Q-4Q2011 UP reported system-
widc agricultural traffic volumes and the combination of 3Q2012 rcported and
4Q2012 UP Prophccy system-wide agricultural traffic volumes Lo sclecled July
through December 201 1 agricultural traffic. IPA then added this forecasted
agricultural traffic for the second half of 2012 10 the sclected traffic moving over
the IRR between January and June 2012 to arrive at 2012 traflic volumes.

To forecast 2013 agriculwral traffic levels, IPA applied the annual
forccasted change in agricultural production between 2012 and 2013 — as
published in the USDA Agriculwiral Projections to 2021 (OCE-201 2-1)"°~ 10 the

2012 IRR agriculwral traffic level that IPA developed.

' The USDA forecasts estimate future commodity volumes on a
commodity specific basis, / ¢ , bushels of corn, bushels of wheat, ctc To
accommodate the difTerent relative measures, all products were converled to short
tons using USDA supplied conversion factors. This same approach was utilized n
the recent ACPCO rate casc.
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IPA devcloped 2014 to 2021 agricultural volumes using the annual
forccasted change in U.S. agricultural production as estimated in the United Siates
Department of Agriculture Agnicultural Projections to 2021 (OCLE-2012-1).

Because the USDA projections only extend to 2021, IPA used the
growth in agricultural production between 2020 and 2021 as a surrogate for the
change in production between 2021 and 2022. In other words, IPA held the
growth raic constant for this traffic the final ycar of the DCF period. To devclop
January through November 1, 2022 traffic volumes, 1PA apphed 10/12™ of the
annual rate ol change between 2020 and 2021 1o the 2021 trafTic.

iii. Intermodal, Industrial, and Other
Non-Coal Volumes

IPA developed traffic volumes for its remaining categories of non-
coal traffic (v.e., Intcrmodal, Industrial, other) in a similar manner. I[n order to
calculate November 2 through December 31, 2012 traffic volumes, IPA applied
the change between lorecasted sysiem-wide traffic volumes developed rom the
4Q2012 UP Prophecy data and actual system-wide 4Q2011 waffic volumes the
reported in UP’s SIEC Form 10-K report by commodity group'' to the November
and December 2011 selected tralfic volumes.

IPA developed full-year 2012 estimates of these traffic categorics by

indexing the selccted July through December 2011 traffic to the second half of

II{
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2012 by the ratc of change between combined 3Q-4Q201 1 UP reporied system-
wide traffic volumes and the combination of 3Q2012 reported and 4Q2012 UP
Prophecy system-wide traffic volumes by commodity group. IPA then added this
forecasted traflic for the second half of 2012 to the selected traffic moving over
the IRR between January and June 2012 to determine full-year 2012 traffic
volumes.

To forecast 2013 traffic levels, IPA applied the annual forecasted
change for 2013 in EIA’s AEO 2012 Industrial Output Forccast 1o the 2012 IRR
traffic by commodity group. The EIA forecast categorizes commodities by
NAICS codes, which were then converted o 2-digit STCC. The EIA forecasts by
2-digit STCC werc then applicd to the 2012 traffic data by STCC code to develop
January to December 2013 traffic levels

For the years 2014 10 2021, IPA utilized the annual chz;nge in the
EIA’s AEO 2012 Industrial Output Forccast to adjust cach traffic volume.

For January 2022 through November 1, 2022, IPA applied 10/12",
or 83.33 percent, of the annual rates of change between 2021 and 2022 in the
ElA's AEO 2012 Industrial Qutput Forecast to the 2021 forecasied traftic levels to
develop 10 months of 2022 wraffic by 2-digit STCC.

d. Peak Year Traffic

The peak traffic year for the IRR will be the final full year analvzed
under the DCF Meodel, which in this case is November 2, 2021 through November

1, 2022 (sometimes subscquently referred 1o herein as “2022%). Taking account of
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all adjustments to the Basc Year volumes for the various gencral categorics of IRR
traffic, as described in this Subpart 111-A-2 and the e-workpapers relerenced

herein, the IRR’s peak year trallic 1s as [ollows:

TABLE 111-A-3
Summary of IRR Peak Year Traffic

Commodity Carloads/Units Net Tons
Coal 95,617 10,188,273
Aulomotive 13,606 253,309
Agriculural 13,002 1,371,681
Intermodal/Other 460977 14,093,716

Source. e-workpapers “IPA Coal Traffic Forccast Opening xlsx,” and “Non-
Coal Revenue Forecast Opening xlsx.”

3. Revenues (Historical and Projected

In Ex Parte No. 347 (Sub-No 3), General Procedures for Presenting
Evidence in Stand-Alone Coal Rate Cascs (STB scrved March 12, 2001), the
Board dirccted that discussion of revenues, both historical and projected, be
grouped under four headings: (a) single-line. (b) divisions — existing interchanges,
(c) divisions — cross-over traffic (meaning new interchanges with the restdual

defendants), and (d) other. IPA has organized its discussion accordingly.
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i, Single-Line

Single-line traffic refers to traffic that a SARR handlcs entirely from
origin to destination. In its first full calendar year of operation (2013), the IRR
would handle 2.2 million tons of coal in single-linc service. This 2013 traflic
includes non-issue coal moving from Sharp to IGS. Singlc-line traffic constitutes
23% of the IRR’s total 2013 coal traffic and 10% of the IRR’s 1otal 2013 trafTic
volume including non-coal traffic.

Stand-alone revenues lor IPA’s non-issuc coal wrafTic arc calculated
bascd on the base rales and fuel surcharges established by UP in Item 6200-A of
Common Carricr Tariff 4222 and the volumes discussced above. See c-workpaper
“Coul Revenue Forccast Opening.xlsx.”

b. Divisions — Existing Interchanges

Divisions — Existing Interchanges refer to traffic that UP presently
intecrchanges with URC that the IRR will interchange at the same location. The
IRR"s 2013 traffic includes approximately 2.6 million tons of coal traffic that IRR
interchanges with URC, including the issue traffic moving via the IRR from Provo
1o IGS Traffic that the IRR rececives in interchange from URC compriscs 28% of
the IRR’s total 2013 coal traftic.

Consistent with SAC theory and Board precedent, e.g , FMC, 4
S.T.B. at 725, the IRR’s revenuce or division on trafTic that it interchanges (as UP
docs currently) with URC, cquals the revenues carned by UP on such traflic. In

the case of the issue traffic moving on the IRR [rom Provo to IGS, IPA derived
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these revenues from the rates and terms set {orth in Item 6200-A of UP Common
Carrier TarilT 4222 and the projected volumes for these movements. Those
revenues are summarized in c-workpaper “Coal Revenue [Forecast Opening.xlsx.”™
¢. Divisions — Cross-Over Traffic
Cross-over traflic refers to traffic that the IRR exchanges with the
residual UP at one or more new, hypothctical intcrchange(s) because the IRR
handles a shorter portion of the movement than the real-world UP  This category
constitutes the largest category of the IRR’s traflic. The cross-over traffic in the
IRR’s first full year of operations consists of 4.6 million tons of coal, 4.6 million
intermodal tons, and 8.6 million tons of other freight. These volumes constitute
49% of the IRR’s total tons of coal and 79% of all of the IRRs first-ycar nct tons.
As described in greater detail in Part I, IPA has developed its SARR
in rehance on the Board’s long-standing policy of allowing shippers to include
cross-over traffic in their systems. In that regard, while the Board recently
proposed in Ex Parte No. 715 to introduce certain limitations on the usc of cross-
over traffic in stand-alone cost cases, the Board emphasized that it was not
proposing 1o impose those limitations in pending cases. Rate Regulation Reforms,
slip op. at 17 n.11. The Board explained that making such changes would not be
fair 10 partics in pending cases who had relied on the Board’s historic practice.
Becausc cross-over trafTic does not entail a real-world interchange,
an allocation or division of revenucs between the SARR and the residual

incumbent must be imputed or inferred  As explained in Part I, IPA applied the
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Board’s average total cost (“ATC”) procedures for calculating revenuc divisions
on cross-over wraflic adopted in Major Issues as modificd in WFA 1, slip op. at 11-
14 and AEP Texas North Co. v BNSF Ry., NOR 41191 (Sub-No. 1). slip op. at 15-
16 (STB scrved Sept. 10, 2007) (*AEP Texas™), i e , “*Modiflied ATC.” While the
Board proposcd the use of “Alternative ATC™ in Ex Parie No. 715, the Board
explained that it intended this new methodology to apply in “fulure™ cases. Rate
Regulation Reforms, slip op. at 18. For the reasons sct forth both 1n Part [ and in
the filings IPA has madc in Ex Parte No. 715 (which IPA incorporates by
rcelerence), the Board should continue to rely upon Modificd ATC as its divisions
methodology for cross-over traffic. Nevertheless, IPA also has included
calculations in this Opcning Evidence based on Alternative ATC in order Lo
demonstrate that the issuc docs not make a substantial difference 1n the outcome of
this casc.

The ATC mcthod of allocating revenucs involves comparing the
variablc and fixcd costs (with the unallocable {ixcd costs being allocated based on
UP route miles and density) on the SARR’s segment and thosc of the residual
incumbent on the cross-over tralfic. The first step in applying ATC is Lo
determince the variable costs per net ton for the IRR portion of each cross-over
movement in the [RR traffic group. IPA did so utilizing the ninc (9) URCS inputs

identificd in Major Issues tor cach movement, as agreed upon by the parties in the
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Joint Submission of Operating Characteristics filed October 16, 2012." IPA
utilized STB’s 2011 URCS unit costs for UP. The URCS Phase 111 cost program
was run using those inputs and unit costs to calculate the variable cost [or the IRR
portion of cach unique movement."”

The next step involves determining the fixed costs for cach
movement's IRR routing. IPA did so by utilizing density and movement routing
data produced by UP in discovery ' Specifically, IPA determined the density and
distance between reported stations along cach movement’s IRR route. The next
step is to calculate the fixed costs for the IRR portion of cach cross-over
movement. To do so, IPA first determined 2011 UP fixed costs per route mile by
subtracting UP’s total variable costs from its total system costs as identified under
2011 URCS, and then dividing UP’s resulting total fixed costs by its total system
route miles.'® UP’s aggregate annual fixed costs for the “on-SARR” route were
determined by multiplying the 2011 system fixed cost per rouic mile by the
distance between cach station along the IRR’s route of movement and dividing by

the density between cach station to develop a fixed cost per net won for each inter-

12 As is the norm when costing intermodal movements, [PA sclecied the
appropriatc scrvice plan when performing the Phase 111 URCS run.

¥ The results arc shown in c-workpaper
“IPA_ATC_URCS_Variable_Cost_IRR_Traffic_2011_V2.xlsx.”

1" UP System density data from 2011 is the most recent data availablc for
IPA’s usc in this casc.

'* Total route miles arc taken from UP’s 2011 Annual Report Form R-1,
Schedule 700, Line 57, Column (c).
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station segment. Total fixed costs per 1on then equal the sum of the intcr-station
fixed costs per ton along the IRR route of movement.'®
Similar calculations are then made to determine the variable and
fixed costs over the residual UP for the IRR's cross-over traffic. Ulilizing the off-
SARR routings identified in data produced by UP in discovery. IPA calculated the
variable and average fixed costs for the UP portion of each cross-over movement
in the same manner as those associated with the IRR portion. The segment
densities werc determined using UP’s 2011 system dcensities. The densities were
then multiplied by the off-IRR route miles for that segment, and the sum of these
products was divided by cach movement’s total of1-IRR route miles Lo yield a
weighted average density tor cach movement’s route. The IRR’s share of cach
cross-over movement’s total revenuc under ATC is then determined as follows:
(i) Determine if contribution was positive or negative, i.e., whether the
total movement revenues exceeded the sum of the variable costs for
the on-IRR and off-IRR portions of the movement;
(ii)  For movemenis with ncgative contribution (variable costs exceeding
revenues), ATC allocates the revenuces between the IRR and the

residual incumbent based on their ratio of variable costs;

(iii) For movements with positive contribution (revenues exceeding
variable costs):

a. Calculate the movement’s total contribution by subtracting
the total variable costs from the total movement revenuces.

' The results arc shown in c-workpaper “Expanded_Waybill_Data_ATC_
Percentages_IPAOpen.xisx.”
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b. First allocate revenues 1o the IRR and the residual incumbent
1o cover cach railroad’s variable costs.

C. Allocate the contribution by.

(1) calculating the total on-IRR and of-IRR cost per net
ton for each movement by adding the respective
variable and fixed cost per ton,

(2) calculating the ratio of on-IRR total costs to total
movement coslts by dividing on-IRR total costs by on-
IRR plus ofI-IRR total costs; and

(3)  applying the ratio in item (2) Lo the total contribution
for the cvaluaied movement to arrive at the IRR sharc
of the total contribution for each cross-over movement,
and

d. Develop the ATC division percentage by adding the IRR

variable cost to the IRR share of contribution and dividing

that sum by the total movement revenuc.

Once calculated for the Basc Year. the IRR revenue division for
cach cross-over movement is held constant during cach ycar of the DCF model
lile, regardless of when during the model life the movement over the IRR starts or
terminatcs. See AEP Texas (STB scrved Nov. 8, 2006), slip op. at 3. A complete
summary of IPA’s cross-over revenucs allocaled using the ATC methodology is
shown in c-workpapers “Coal Revenue Forccast Opening.xlsx,” and
*Ixpanded_Waybill_Data_ATC_ Percentages IPAOpen.xisx.”

For much of its tralfic, UP imposes a car-milc based fuel surcharge
on each carload based on the pricc of On-Highway Diesel Fuel (“FIDIF™) as

calculated by EIA. Fuel surcharges on intermodal and some contract carload

traffic arc in the form of a percentage-based addition o the {reight rate that varies
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with the HDF level. The IRR’s cross-over revenues will reflect the sume fuel
surcharge program and formulas that UP uses, and the [RR will thus collect an
appropriate (per mile or percentage-based) fucl surcharge rate on cach carload
based on the traffic type and the IRR movement miles used in the ATC revenue
division calculation. It is thus assumed that UP will continuc to collect surchamges
based on its current formulas on its portion of the movement.

Based on contracts provided by UP 1n discovery and on information

posted on UP’s website, IPA determined (hat {

d. Projected Revenues

The procedures used o project IRR revenues from coal, intermodal,
and other carload trafTic over the November 2, 2012 through November 1, 2022
period arc tailored 10 cach particular traffic caicgory, and rcly on the most specific
and accurate data made available by UP during discovery. See c-workpapers
“Coul Revenue Forecast Opening.xlsx” and “Non-Coal Revenue [Forecast
Opcning xlsx ™

i Revenues from 1GS’s Issue Traffic
and its Sharp Non-Issue Coal Traffic

The base revenue lorecasts for: (1) the issuc traflic (/ e , [GS coal
traffic that the IRR receives in interchange from URC at Provo); and (ii) non-issue

tralfic moving to IGS from Sharp (i.e., traffic moving in single line-service) both
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arc bascd on the terms of Item 6200-A of UP’s Common Carrier Tariff 4222.
Specifically, IPA maintained these rates at their current levels for the full DCF
period, in accordance with the terms of the tariiT item. IPA then applied these
rates 1o the forecasted traffic moving to IGS in order o develop [PA traffic
Tevenucs.

In addition. because IPA’s trafTic is subject to the Item 695-scries of
UP’s Tarifl 6007-serics, IPA calculated fuel surcharges [or the IRR’s IGS coal
traffic. Fucl surcharges were calculated based on EIA’s HIDIF forecasts as
included 1n its November 2012 Short-Term Energy Outlook (“STEO")” and its
2012 (June relcasc) AEQ.'® This approach is the same approach that the Board
accepted in the AEPCO 2011 casc, See AEPCO 2011 at 27-28 (“There are many
different acceptable methods for combining projections and forecasts, and we find
that AEPCO has utilized onc ol these methods, thus producing reasonably accurate
cstimale in this case ™); ¢f id. at 28 ("“This is in dircct contrast to the results
obtained by the methodology uscd by defendants, which produces an inexplicable
reduction in fuel prices at the start of 2012, without an explanation ™)

In particular, because ElIA’s STEO and AEO forecasts reflect

different values for the projected HDF prices in the short-term, IPA developed a

1" The STEO forccasts prices two years into the futurc and 1s updated on a
monthly basis.

"® EIA’s AEO forecasts arc published on an annual basis and project HDF
prices lor Lwenty-five or more years. The most recent AEO forecast includes fucl
prices for the years 2013 through 2035,
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combination or hybrid HDF forecast based on these two EIA forecasts. [n
particular, IPA relicd upon the more recently updated STEO forecast for the initial
two-ycar period, and then applied the forecasted changes in the AEO forecast to
the final STEO figure for the remaming time periods of the DCIF model. Notably,
the forccasted change in HDF prices correlates closely with the forecasted railroad
fuel costs produccd by Global Insight, which IPA is utilizing to forecast operating
costs Stated differently, the usc of this hybrid fuel price forecasting methodology
ensures that the IRRs fucl surcharge revenues and its fucl costs are changing at a
similar pace. Support for and development of IPA’s hybrid index appears in IPA
clectronic workpapers “Hybrid HDIF Forecast from STIZO and ALO.xls.”

ii. Revenues from Cross-Over Traffic Moving to IGS

As noted above, a portion of IGS’s coal moves over the [RR in
cross-over traffic service. This coal traffic actually moves in single-linc UP
scrvice to the plant from the Skyline coal loadout. UP is the only carricr capable
of originating this scrvice. The IRR will handle the destination portion of these
cross-over movements afler receiving the traffic (rom UP at an assumed
interchange in Provo.

IPA has calculated the IRR’s revenues for this cross-over trafTic
using: (i) UP’s common carricr rate for service from the Skyline Mine from ltem
6200-A of UP’s Common Carrier TarilT 4222; (ii) UP’s luel surcharge

mechanism; and (iii) the Board’s Modified ATC procedures.
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Consistent with its trecatment of {ulure revenues subject to the other
portions of UP’s common carricr pricing authority, IPA has held the basc rate
constant for this service throughout the life of the IRR. [PA has escalated the UP
fucl surcharge using the same hybrid methodology described above.

fii. Revenues from Third-Party Coal Traffic

The revenuc forecasts for IRR coal traffic other than coal moving to
IGS arc based on the selected full-year July 2011 through June 2012 traffic and
revenuc data. For each movement, classified by origin, destination and governing
pricing authority (i.e., contract or common carriage), IPA calculated UP’s net basc
year revenue per ton (before adding any fucl surcharge) from data UP provided in
discovcry.'g “Net revenuc” refers to UP’s line-haul revenues and other
ransportation rcvenues less absorbed switching charges, contract refunds, other
revenue claims and junction scttlements.

For movements moving under a pricing authority that expired prior
to November 2, 2012, IPA adjusted the last Base Year rates for the traflic 1o
November 2, 2012 price levels by using the forecasted change in EIA’s Coal

Transportation Ratc Escalator.?? In this regard, UP’s Prophccy data {

1% Fuel surcharge revenucs are calculated separalcly, as described infi-a.
20 {
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} therefore making it necessary for IPA to rely on the EIA Coal
Transportation Rate Escalator.'

For tralTic moving under a pricing authority that is to expire on or
aftcr November 2. 2012, IPA adjusted rates to November 2, 2012 price levels
pursuant to the terms of the pricing authority. IPA developed rates for time
periods afier the expiration of the pricing authority by making adjustments on an
annual basis by the forecasted changce in the EIA’s Coal Transporiation Rate
Escalator.

For trafTic subject to rate adjustment mechanisms that used the All
Inclusive Index — Less Fuel (error adjusted) (“All-LIF*) or the Rail Cost
Adjustment Factor — Unadjusted for Productivity (‘RCAF-U"), IPA adjusted the
subject rates based on: (i) actual All-LF and RCAF-U values that werc availablc;
and (ii) the AII-LF and RCAF-U forecast included in the Scptember 2012 1HS-

Global Insight Rail Cost Adjustment Factor Forccast.

}

2 EIA uscs its Transportation Rate Escalators o forecast future coal
transportation priccs.
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}. For movements moving
under a valid pricing authority, IPA applied the fucl surcharge pursuant to the fucl
surcharge clause of the pricing authority through the end of the DCF period in
2022. For cxample if the contract uses UP’s Southern Powder River Basin
(*SPRB”) Milcage Surcharge, IPA assumed that the SPRB Milcage Fuel
Surcharge will continuc after contract expiration, rather than converting to some
other UP fuel surcharge mechanism.

For movements as to which a specific fuel surcharge is not clearly
identificd in the governing UP pricing authority, 1PA applicd UP’s Milcage Based
Surcharge as outlined in Item-695 m UP-6600 (i.c.. UP’s standard non-PRB coal
fucl surcharge mechanism). 1PA relicd upon its HDI' forccast based on EIA’s
FIDF forecasts as included in its November 2012 STEO and its 2012 (June relcase)
ALEO.

iv.  Revenues from Intermodal Traffic

IPA dcveloped base revenuc levels for intermodal traffic using the
pricing authoritics that UP provided in discovery and the All-LF. For movements
governed by active pricing authorities that UP provided in discovery, IPA usced the
contract adjustment mechanism to ¢scalate the last reported 2012 rates to

November-December 2012 price levels. For movements as to which the subject
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contract expired prior 1o November 2, 2012, IPA adjusted the rates by the All-LF
to November-December 2012 price levels.

For the 2013 to 2022 time period, movements governed by pricing
authoritics that were provided by UP in discovery and had not expired were
adjusted pursuant to the terms of the pricing authority. For time periods following
the expiration of the pricing authority, IPA adjusted the rates by the AlI-LF on a
year-over-ycar basis.

Conversely, lor movements governed by pricing authorities that UP
did not provide in discovery, [PA udjusted rates {or the 2013 to 2022 time period
by applying the All-LIF on a year-over-ycar basis.

Fuel Surcharges: For movements governed by active pricing
authoritics that UP provided in discovery, IPA applicd the fuel surcharge
mechanism specificd in the pricing authority (and all adjustments thereto) to the
movement during the term of the cxisting contracts. Afler the contract expiration
date, IPA applicd fucl surcharges bascd on the terms specified in Items 780-790 of
UP’s Master Intermodal Transportation Agreement ("MITA™) and E1A"s HDF
lorecasts.

For movements governed by pricing authoritics that UP provided in
discovery but that expired prior 10 the SAC analysis period, IPA applied fucl

surcharges based on UP’s MITA terms and EIA’s HDI® forecasts.
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For movements governed by pricing authorities that UP did not
provide in discovery, IPA applicd fucel surcharges based on UP’s MITA terms and

EIA’s HDF forecasts.

\ Revenues from Automotive, Agricultural,
and Other Non-Coal Traffic

For automotive, agricultural, and other non-coal movements
governed by active contracts, tariffs, or rate sheets (collectively “pricing
authorities™) that UP provided in discovery, IPA uscd the applicable contract
adjustment mechanism 1o escalate rates on a year-over-year basis during the lerm
of the existing contracts. Afier the contract expiration daic, IPA adjusicd the
movements’ rates by the AII-LF on a ycar-over-ycar basis  Similarly, for
movements governed by pricing authorities that expired prior 1o the SAC analysis
period (and movements governed by pricing authoritics that UP did not produce in
discovery), IPA adjusted rates by the All-LF on a ycar-over-ycar basis.

I"or automotive, agricultural, and other movements to which fucl
surcharges were applied in the Base Year, IPA determined whether the surcharges
were riate-based or milcage-bascd using the provided waybill and fucl surcharge
data and the provided contracts. IPA calculated fuel surcharge revenucs for
movemenis governed by active pricing authoritics using the terms of the
applicable fuel surcharge mechanism and all adjustments thereto specilied in the
pricing authority. For the time pcriods after the expiration of those pricing

authoritics, IPA applied fucl surcharges 10 this traffic based on UP’s “Standard
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Carload - HDF Indexed” rate-bascd (for movements with 1ate-bascd surcharges
applicd in the Base Ycar) or milcage-based (for movements with milcage-based
surcharges applicd in the Basc Ycar) [uel surcharge programs and EIA’s HDF
forecasts as included in its November 2012 STEQ and its 2012 (final rcleasc)
AEOQ. IPA applicd ratc-bascd fuel surcharges to the IRR portion of the
movement’s basc rates, and IPA applicd milcage-based fuel surcharges to the IRR
portion of the movement miles.

IPA also utilized UP’s **Standard Carload - HDF Indexed” rate-
bascd and milcage-based fuel surcharge programs and EIA’s HDF forccasts to
calculate luel surcharge revenucs (or movements governed by pricing authorities
that UP provided in discovery but that had expired prior to the SAC analysis

period (or pricing authorities that UP did not producc in discovery).
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I11. B. STAND-ALONE RAILROAD SYSTEM

In this Part [PA describes the IRR system’s configuration and
lacilities including its route, track and vard facilitics, and traffic control system.
The evidence in this part is sponsored by IPA’s operating and engincering experts,
Paul Resstrup and Harvey Stonc.

1. Route and Mileage

The IRR’s route lies cntircly within the state ol Utah, and cxtends
from Provo on the cast to Milford on the west. Exhibit 111-A-1 is a schematic map
of the IRR’s route.

a. Main Line

The IRR’s main line starts at a point of connection with the residual
UP’s Provo Subdivision (which is also used by the URC) at Provo, and proceeds
in a southwesterly dircction to Lynndyl, replicating UP’s **Coal Wye™ tracks at
Provo and a portion of UP’s Sharp Subdivision. The main linc then continues
southwest to an interchange with UP at Milford, replicating a portion of UP’s
Lynndyl Subdivision. The IPP Industrial Lead (the spur 10 1GS) connccts with the
Lynndyl Subdivision main line 1.55 miles southwest ol Lynndyl.

b. Branch Lines

The IRR has no branch lines. lowever, it owns 0.19 miles of the

IPP Industrial Lead which extends 9 5 miles from Lynndyl to the IGS.




c. Interchange Points

The IRR interchanges coal and other traffic with UP at Provo,
Lynndyl and Milford As described in Part 111-C-2 below, the Provo interchanges
with UP occur at three locations: the Coal Wye tracks in the case of westbound
loaded coal trains coming from mines and loadouts reached via UP’s Provo
Subdivision; IPA’s Springyville railcar maintenance facility in the casc ol
castbound empty coal trains destined to the same minces/loadouts; and UP’s Provo
Yard located on the Sharp Subdivision just north of the connection between the
IRR and UP at Sharp Sub Milcpost 750.22.

The IRR also interchanges coal traffic with the URC at Provo, with
the interchanges occurring at lwo locations, Westbound loaded trains are
interchanged on the Coal Wye tracks. Eastbound empty coal trains are
interchanged at IPA’s Springville car reparr facility. The IRR/URC interchange
procedures arc further described in Part 111-C-2.

‘The traffic interchanged with UP and/or URC al cach location is
shown in the clectronic workpapers for Part 111-A. The IRR track configuration at
cach interchange point 1s shown in Exhibits [1[-B-1 and [1I-B-2.

All traffic is interchanged by the IRR with other carriers in intact
trainloads. The coal tralfic moves in unit trains with run-through locomotive
power (except that, consistent with the real-world interchange arrangement
between UP and URC, the IRR and URC continue 1o use their own locomotives

for their respective portions of IRR-URC interline coal movements). The non-coal
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trafTic is primarily overhead traific that the IRR receives from and delivers to UP
in complete trains. including run-through locomotives. Some of these trains carry
interline forwarded or interline received traflic that the IRR originates or
lerminates at locally-served industrics.

d.  Route Mileage

The route mileages for the IRR’s principal line segments are shown in
Table 1[1-B-1 below. Details are provided in c-workpaper “IRR Route Miles.xIs.” The
UP operating timetables and track charts for all of the lines being replicated arc contained

in c-workpaper folder “l11-B-1\Track Charts.”

TABLE I11-B-1
IRR LINE SEGMENTS AND ROUTE MILEAGE
Scgment UP Subdivision Miles
Main Lines
Provo to Lynndyl Sharp 85.77"
Lynndyl to Milford Lynndyl 89 00
Total Main Line miles 174.77
Other
IRR-owned portion of IPP | Connects with 019
Industrial Lead Lynndyl Sub
Total route miles 174.96
Y Includes 1.25 route miles for the Coal Wye tracks connecting
UP’s PProvo and Sharp Subdivisions at Piovo.

All of the IRR’s 174.96 routc milcs represent new construction by
the IRR. The IRR does not operate over any joint lacilities owned by other

carriers. UP and URC operate over approximately two miles of IRR trackage
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between the connection with UP/URC tracks at Provo and IPA’s Springville car
repair lacility located on the Sharp Subdivision in conjunction with the
mierchange of certain empty coal trains.
2. Track Miles and Weight of Track

The IRR’s track and yard configurations rellect the IRR’s peak-ycar
traffic volumes and Mows, the trains that will move over the IRR system in the
peak week of the peuk traffic ycar, the IRR operating plan developed by Mr
Reistrup, and a simulation of the IRR’s peak-period operations exccuted by IPA
Witnesses Timothy Crowley and William Humphrey using the Rail Traffic
Controller (*RTC") model.

Exhibit I1I-3-1 contains detailed schematic track diagrams for the
IRR system. Schematics of the IRR’s yards and N. Springville locomotive
maintenance facility arc contained in Exhibit 111-B-2. The IRR’s track miles are
shown 1n Tablc 111-B-2 below. Details (including a breakdown of the track miles
by type of track) are provided in ¢-workpaper “Routes & Track Miles

Summaries.xls.™
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TABLE 111-B-2

IRR TRACK MILES

Miles
Main line track — Single first main rack " 174.96
— Other main track” 24.02
Total main line track 198 98

Sctout tracks 1.60
Yurd racks” 12 50
Total track miles 213.08

'/ Single first main track miles equal total constructed routc miles.
% Iiquals 1o1al miles for constructed sccond main tracks/passing
sidings, including one of the two Coal Wye tracks at Provo

¥ Includes all wracks in the IRR’s yards and N Springville
locomotive mainicnance facility.

a. Main Lines

The IRR’s track configuration is shown in Exhibit [1I-B-1. The
IRR’s main lines arc comprised primarily of single track, with some sections of
sccond main track (signalcd passing sidings in Centralized Traffic Control “CTC”
territory) or passing sidings at appropnaic intervals. The IRR has a total of 20.30
track miles ol sccond main track/passing sidings. The northcasterly 2.06 miles of
the Sharp Subdivision, including the Coal Wye tracks at Provo, have been changed
slightly from their rcal-world configuration to facilitate the interchange of trains
with UP and URC. The IRR’s trackage in this area is shown on page 1 of Exhibit

[11-B-1." The rcasons for the changes arc explained in Part 111-C-2-a below.

" The “real-world” layout of UP’s trackage in the same arca is shown in
Exhibit 111-B3-3, and on pp. 18-19 (UP-IPA2-000000151-152) of UP's Sharp
Subdivision track charts in e-workpaper folder “III-B-\Track Charts.”
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All constructed mainline track (including passing sidings) consists of
new 136-pound continuous welded rail (“CWR™). The IRR-owned portion of the
PP Industrial l.ead (the spur that scrves 1GS), as well as yard and other tracks,
consist of relay 115-pound CWR.

All of the IRR's track and structures arc designed to accommodate a
gross weight on rail (“"GWR™) of 286,000 pounds per car. The track and structures
between Lynndyl and Milford arc designed Lo accommodate maximum train
speeds of 70 mph for intcrmodal trains, conditions and operating rules permitting.
and 60 mph lor all other trains (conditions permitting). All trains are limited to a
maximum spced of’ 49 mph between Provo and Lynndyl, and 40 mph on the IPP
Industrial Lead.

b/c. Branch Lines and Sidings

The IRR has no branch lincs, but owns 0.19 milcs of the IPP
Industrial Lead. The connection to this spur from the Lynndyl Subdivision main
linc is shown on page 3 of Exhibit 111-B-1. The IRR’s passing sidings arc
considered part of its main tracks.

d. Other Tracks

Other tracks include yard tracks (including interchange and
maintcnance-of-way ("MOW?”) equipment storage tracks) and sct-out tracks for
bad order cars. Yard tracks arc discusscd in the next section. E-workpaper “Route

& Track Miles Summaries.xls™ details the track miles by type and quantity.
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The IRRs sctout tracks are uscd primarily in conjunction with its
Failed/Dragging Equipment Detectors (“FEDs™). IPA Witness Reistrup has
placed two sctout tracks at cach FIED location on the Lynndy! Subdivision
between Milford and Lynndyl, where traffic density 1s heaviest and includes time-
sensitive intermodal trains. This avoids a situauon where a train has to back up to
rcach a sctout track if’a FED finds a defect, which could tic up the busy main line.
On the Sharp Subdivision between Provo and Lynndyl, where traffic volume is
considerably hghter (a maximum of 15 trains per day, total in both dircctions,
during the peak week, or an average of one train every 1.6 hours), Mr Reistrup
concluded that only one sctout track is nceded at cach FED location. If a train
occasionally has to reverse dircction lo reach a sctout track in this territory, the
impiict on trunsit time would be mnor and there is a very small probability that
other trains would be delayed as a result.

The IRR system has a total of seven FEDs, lour on the Lynndyl
Subdivision and thrce on the Sharp Subdivision. One FED on the Lynndyl
Subdivision (at Milepost 580.00) is located less than a mile from the IRR’s
Milford yard, which has a sctout track, so therc is no need to add a second
mainline sctout track for this FED. The other three FEDs on the Lynndyl
Subdivision each have two mainline sctout tracks, onc on cach side of the FED.
Thus, ol the seven total FEDs on the revised IRR system, four have onc associated
mainline sctout track and three have two associated mainline sctout tracks, for a

ota! of ten such trucks. All of these sctout tracks are double-ended tracks, 860
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fcet in fength between switches. This provides 600 feet in the clear to
accommodate both the occasional bad-order car and the temporary storage of
MOW cquipment. (On¢ double-ended sctout track also is located in cach of the
IRR’s interchange yards at Lynndyl and Milford.)

The IRR also has a 1,000-toot (in the clear) MOW equipment
storage track. which is centrally located at the IRR's Lynndyl Yard. This track is
included in the yard track quantity for the Lynndyl Yard.

The locations of the IRR’s sctoul and MOW equipment storage
tracks arc shown 1n Exhibit 111-B-1. Details on these tracks are provided in
supplemental ¢-workpaper “Route & Track Miles Summaries.xIs.” These tracks
consist of usable 115-pound CWR, The IRR has a total of 1.81 track miles for
these tracks.

3.  Yards

a. Locations and Purpose

As described in Part 111-C below, the IRR does not need to conduct
1,000-mile or 1,500-milc inspections of any of its trains. Thus, it has no nced lor
an inspection yard. 1t docs have two small interchange yards, located at Lynndyl
and Millord.

There is no need for an interchange yard at Provo. With respect to
trains interchanged with UP at Provo, trains moving between points served by the
IRR and coal mines/loadouts cast of Provo reached via UP’s Provo and Green

River Subdivisions arc interchanged on the Coal Wye tracks, which have been
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configured 10 accommodatc the inicrchange of trains with UP as well as the
interchange of loaded coal trains originated by the URC. Trains that UP originates
or terminates at Provo or Salt Lake City (and beyond), and that the IRR moves 1o
and [rom points rcached via the Sharp Subdivision, are interchanged at Milcpost
750 22 on the Sharp Subdivision.?

The locations of the Lynndyl and Milford interchange yards are
shown in Exhibit 111-B-1. Schematic diagrams of these yards are shown in Exhibit
11-B-2 Lynndyl Yard and Milford Yard cach has two relay/interchange tracks
and an 860-foot, double-cnded sctout track. Lynndyl Yard, which is centrally
located on the IRR system, also has a MOW cquipment storage track 0.21 miles in
length between turnouts.

b. Miles and Weight of Yard Track

The tracks at the IRR’s N. Springville locomotive maintenance
facility arc also considered part of its yard tracks.” The IRR’s yards (including the
1.2]1-mile MOW cquipment storage track at Lynndyl Yard and the locomotive

shop trackage) contain a total of 12.50 miles of track. Details are shown in e-

2 This is consistent with the approach used by UP in its reply evidence in
Docket No. 42127, See c-workpaper *UP 42127 Part 111.C pdl™ at I11.C-39. The
trains would be physically exchanged in the UP Yard at Provo which is located on
UP’s Sharp Subdivision just north of Milepost 750.22.

3 The location of the locomotive maintenance facility is shown on page 1 of
Exhibit 111-B-1, and its layout (including fueling and other tracks) is shown on
page | of Exhibit 111-B-2,
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workpaper “Route & Track Miles Summaries.xls.”™ As shown in Exhibit 111-B-1,
all yard tracks have 115-pound rclay CWR.
4.  Other

a. Joint Facilities

The IRR route includes one joint facility that is owned by the IRR
and used by UP and URC. This 1s the two-mile line scgment between IPA's
Springville car shop and the connection with the UP/URC tracks at the casterly
terminus of the IRR at Provo. UP and URC use this segment to pick up emply
1GS and other coal trains that move to Utah mines and coal loadouts located cast
of Provo.

b. Signal/Communications System

The IRR’s Lynndyl Subdivision main line between Lynndyl and
Milford is cquipped with a CTC (raffic control system, with powered switches that
are controlled by centralized dispatchers located at the railroad’s headquarters at
Lynndyl. T'he main line between Provo and Lynndyl is non-CTC or “dark™
territory. All mamline turnouts in CTC territory have power swilches controlled
by the dispatcher. In non-CTC territory train operations are controlled by track
warrants issucd by the dispatcher using radio communication. Mainline turnouts
in non-CTC territory have power switches controlled by the locomotive engineers
using rcmolc;-conlrol equipment in the cabs of the road locomotives, which
c¢hminates the need to hand-throw these swilches. Interior yard switches and sci-

out/MOW cquipment storage track switches arc hand-thrown.
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Communications arc conducted using a combined fiber optics and
microwave system, with fiber optics used where they are currently in place on the
UP lincs being replicated and microwave used on the IRRs other lines. The
microwave system, where used, includes towers at the same locations where UP
currcntly has such facilitics. All locomotives, train and yard crewmen, dispatchers
and field supcrvisory personncl, as well as hi-rail vehicles, are equipped with
radios connected to the [iber optics/microwave system  Certain employces are
also equipped with mobile (cellular) telephones for emergency railroad use, as a
back-up to the radios.

e Turnouts, FEDs and AE] Scanners

All wrnouts belwecen the IRR’s main tracks and passing sidings. and
for the conncctions to the residual UP at Provo, the IPP Industrial Spur and the
yard leads, arc No. 15 turnouts which permit trains Lo operate through the turnout
al a speed of up 1o 30 mph, conditions permitting. No. 10 turnouts are used within
yards, for industry, sctout and MOW cquipment storage tracks, and for the interior
swilches on the Coal Wye tracks

The IRR has seven FEDs, which include hot-bearing, dragging-
cquipment. cracked-wheel and wide/shifled load detection systems. ‘The FED
locations arc shown in Exhibit 111-B-1  As noted carlier. cach FED is
accompanied by cither one or two setout tracks, depending on the locution and
trafiic volume. ach sctout track is an 860-foot (0.16-mulc) double-cnded track 1o

facilitaie the sciout of bad-order cars Irom trains operating in cither direction.
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These tracks arc used primarily for tcmporary storage of bad-order cars detected
by the FIEDs, as well as for temporary storage of work equipment,

Automatic Equipment Idenulication (““AEI”) scanners arc located at
or ncar cach of the locations where the IRR interchanges trains with other
railroads (Provo, Lynndyl and Milford) A total of three AE] scanncers are thus
provided. as shown in Exhibit 11I-3-1. The AEI scanncrs capture all train

movements that occur on the IRR, including both local and interline movements
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1. C. STAND-ALONE RAILROAD OPERATING PLAN

The IRR’s operating plan has been developed by 1PA Witness Paul
Reistrup with assistance (rom a simulation of the IRR’s peak-period operations by
IPA Witnesses Timothy Crowley and William Humphrey using the RTC Model.
The operating plan reflects a system extending between Provo, UT on the
northcast and Milford, UT on the southwest, consisting of 174.96 route miles and
213.08 track miles. The IRR sysiem serves one coal origin (the Sharp leadout),
onc coul destination (IGS), and scveral origins/destinations for non-coal interline
lforward and interline received trafTic (including in particular the Moroni Fecd
Compuny grain loop at Sharp). The IRR has no branch lines. and conncects with
the privately-ownced PP Industrial Lead 1.55 miles west of Lynndyl. The IPP
Industrial Lead extends 9 5 miles to IGS. The IRR interchanges traffic with the
residual UP at Provo, Lynndyl and Milford and with the Utah Railway ("URC™) at
Provo.

The IRR's peak traffic year is November 2, 2021 through November
1. 2022 (hereinalier “20227). which is the linal year in the 10-year DCIF period
The IRR’s tralTic group consists of coal, intermodal and general [reight traffic that
moves primarily in unit train or trainload service (some general freight carloads
originate or lerminate at points served by the IRR).

The IRR will transport the following total traffic volumes in 2022:




TABLE 111-C-1

IRR 2022 TRAFFIC VOLUME"

Cars/Containers | Millions of Tons

Coal

Local 19,287 220

Interline Forwarded 3.966 0.04

Interline Received 25,001 2.60

Overhead 47,363 4 94

Subtotal’ 95,617 1019
Intermodal — Overhead 368,543 5.52
General Freight

Interhine Forwarded 1,036 0.11

Interline Received® 1,039 0.11

Overhead 117,028 0.98
Total’ 583,262 25.91

units

roundin&.

" Includes both revenue and non-revenuc (cmpty) cars/intermodal

2 Includes grain traffic terminating on the Sharp grain loop.

¥ T'otal may differ slightly from the sum of the individual items duc to

1. General Parameters

The IRR’s operating plan reflects the service the IRR needs 1o

provide to the customers in its traflic group The IRR system is located entirely in
Utah, and the railroad transports essentially three kinds ol tralTic: coal trafTic that
it originates and terminates or interlines with other carriers, non-coal (intermodal
and other freight) traftic that is originated and terminated by other carriers and that

the IRR handles exclusively in overhead service; and gencral [reight trafTic that
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the SARR originates or terminates at several points and interlines with UP. Trains
moving overhead on the IRR sysiem are transported intac, with no classification
or switching activitics performed at the interchange points except for the
occastonal swilching ol bad-order/repaired cars (as well as the occasional pick-up
or delivery of cars at intermediate points served by the IRR). The IRR docs not
nced to perform 1,000-mile or 1,500-mile inspections of any trains (although some
emply coal trains are inspected by IPA, on the IRR™s behalf] at [IPA’s Springyville
railcar maintenance facility located ncar Provo, as described below).

a, Traffic Flow and Interchange Points

The IRR’s peak-year (2022) traffic volume consists of 10.19 million
tons of coal traiTic, 5.52 million lons of intermodal t